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FOREWORD 


THE  BONUS  AND  THE  BUDGET 


:i 


^T^HIS  report  has  been  prepared  by  the  Policy- 
-■-  holders'  Service  Bureau  for  the  benefit  of  Met- 
ropolitan group  insurance  policyholders  interested 
in  establishing  and  administering  a  bonus  plan  for 
employees  as  an  incentive  to  keep  departmental 
expenses  within  the  limits  of  the  Budget. 

Through  its  intimate  contacts  with  govern- 
mental and  commercial  agencies  and  large  em- 
ployers of  labor,  the  Bureau  has  gathered  a  fund  of 
information  on  budgeting  and  other  business  man- 
agement problems.  Group  insurance  policyholders 
are  invited  to  make  use  of  this  clearing  house  of 
information  freely  and  fully,  and  to  consult  the 
Bureau  relative  to  their  individual  problems. 

Correspondence  should  be  addressed  to: 

POLICYHOLDERS'   SERVICE   BUREAU 


c> 


THE  use  of  the  bonus  principle  as  an  extra  incentive  to  employees,  whether  they  be 
salesmen,  office  workers,  factory  hands  or  other  classes  of  employees,  is  not  new. 
Properly  planned  and  carefully  administered,  the  bonus  is  one  of  the  most  encouraging 
stimulants  which  can  be  offered  to  the  worker  for  increased  production.  Not  only  does 
it  give  the  employee  something  to  look  forward  to,  in  addition  to  his  regular  salary,  but 
in  many  departments  of  the  business  its  application  results  in  an  appreciable  decrease 
in  expense  at  a  relatively  small  cost  to  the  company. 


A  BONUS  PLAN  NOT  ALWAYS  PRACTICAL 

On  the  other  hand,  a  bonus  plan  is  not  always  practical  or  desirable.    With  regard 
to  the  use  of  a  bonus  as  a  device  for  reducing  expenses,  one  company  says: 


In  the  case  of  a  large  company  such  as  ours 
an  estimated  saving  in  expenses  usually  cannot  be 
used  as  a  basis  for  paying  a  bonus.  This  is  particu- 
larly true  when  savings  in  expenses  for  the  company 
as  a  whole  are  used.  Unusually  good  effort  on  the 
part  of  one  department  might  be  more  than  offset 
by  unsatisfactory  efforts  and  results  in  other  depart- 
ments. The  first  department  would  get  no  benefit 
from  the  bonus.  On  such  a  basis  a  bonus  would 
work  for  dissatisfaction. 

Moreover  "savings  in  expenses"  is  not  the  final 


test  by  which  the  accomplishment  of  a  department 
can  be  measured.    Unit  cost  is  a  much  more  signifi- 
cant index.    If  tonnage  fluctuates  considerably,  unit 
cost  usually  fluctuates  inversely.     In  so  far  as  ton- 
nage is  not  usually  determined  by  the  efforts  of  the 
individual  department,  a  saving  in  unit  cost  is  not 
likely  to  prove  a  satisfactory  basis  for  paying  a  bonus. 
If  standards  could  be  set  up  determining  what 
expenses  should  be  at  various  levels  of  tonnage, 
reduction  of  expenses  below  this  standard  might 
be  used.    But  the  standard  is  difficult  to  determine. 


The  success  of  a  budget  plan  depends,  among  other  things,  upon  the  cooperation 
of  employees.  It  is  obviously  of  no  value  to  a  company  to  establish  or  estimate  standards 
of  performance,  departmental  expense  allowances,  or  to  make  other  estimates  in  budget 
form  if  employees  and  executives  cannot  be  made  to  realize  the  desirability  of  meeting 
these  standards. 

The  Policyholders'  Service  Bureau  was  recently  asked  to  furnish  a  well-known 
automobile  company  with  information  regarding  the  practicability  of  using  a  bonus 
as  an  incentive  to  department  managers  and  foremen  to  keep  the  actual  expenses  of 
their  departments  within  the  budget. 

FUNDAMENTALS  TO  BE  CONSIDERED 

Mr.  E.  AI.FRED  Davies,  Budget  Supervisor  of  the  Liberty  Mutual  Insurance 
Company,  points  out  certain  fundamentals  which  should  be  considered  in  the  establish- 
ment of  such  an  arrangement.     He  writes  in  part  as  follows: 
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oomli  .  ?^^^  ""^^"^  "^^^^  '^  «"^^t  to  mean— a 
complete  and  comprehensive  predetermined  pro- 
gramme for  the  year— then  the  confidence  in  it  will  be 
sumcent  to  justify  you  in  going  ahead  accordingly 
i^rom  one  s  outside  viewpoint,  it  would  seem  possible 
to  say  that,  in  the  past,  the  labor  for  each  com- 
pleted umt  has  been  so  much,  and  the  quantity  ^f 

:>  per  cent,  less  for  labor,  with  material  the  same- 
that  would  be  the  goal  with  things  as  they  were' 
because  the  budget  ought  to  effect  savings  l^hen' 
beyond  that,  if  the  executives  can  do  better  than 
Zir^tf.o^l't'^'  --'  -'  sharc^would^t 


THE  BONUS  AND  THE  BUDGET 


If  the  business  is  seasonal,  that  plan  would  help 
to  offset  rush  times  against  slow  seasons,  and  aver- 
age out  over  the  twelve  months.    On  the  other  hand 
if  the  seasonality  is  ironed  out   by  a  production 
schedule,  then  actual  payment  of  bonus  at  shorter 
periods  would  encourage  the  men,  and  enable  them 
to  realize  that  the  effort  is  worth  while.     Again    if 
you  predicate  the  bonus  on  a  budgeted  cost/ some- 
thing might  come  up  which  will  necessitate  a  revision 
of  the  budget,  with  resulting  changes  all  around 
Payments  at  shorter  periods,  with  fresh  announce- 

ZTJ  uT^^'  ^''  '"""  ^^  ^^  necessary,  would 
meet  the  budget  revision  factor-yet,  of  course,  the 


The  Bonus  Is  Not  an  Automatic  Addition  to  Wa^es 


the^riik'r?/'-'  °"'.'  ^""°""«d.  seems  to  run 
tne  nsk  of  acquiring  the  status  of  an  automatic 
add.t,o„  to  wages-if  the  expense  savingsTrrnot 
made,  for  good  reasons  doubtless,  then  disapnoint 
ment  m.ght  be  sufficient  to  ofTset  much  good  '^There" 


might  be  a  tendency  to  blame  the  lack  of  savings 
on  bookkeepmg  methods  (such  as  too  much  depredf- 
tK>n),  or  on  faulty  purchasing,  etc.    The  day-by-dav 

rehemer'    "'   P™""^"""    '^^"'^^    "^'P^    »    -cT 


rf  ob^T""'  ^^''''  ""^  ^"^  OHIO  BRASS  COMPANY 

budget  .r  t  ?r;:s?r;jjr  ?et  2st-;?  t^  ---^-  with  ■.. 

pany  as  follows:  ciescnbed  briefly  by  the  treasurer  of  the  com- 


^lesmen  for  the  past  five-y^,  which  ^T^l 
worked  out  very  satisfactorily.  Due  to  the  various 
divisions  of  our  business  it  was  necessary  for  us  to 
work  out  a  bonus  plan  to  fit  conditions 

We  have  six  different  divisions  covering  different 
classes  of  matenal  and  the  bonus  plan  is  built  around 


We  set  a  minimum  and  maximum  amount  nf 
business  for  each  division,  using  the  differrce  L  a 

^rSl-at^at-^^^^^^^^^ 


THE  RITTER  DENTAL  MANUFACTlJRIMr  nc^.^r.. 

The  Ritter  Dental  Manufacturing  Con,pa„V  hi         t  .     COMPANY 
connection  with  its  budget  of  factory  overheaTwwi^^'  "'°t''*  °"t  a  bonus  plan  in 
of  Mr.  BAKTZ,  Assistant  Factory  AcLntant   as  foltow:'"'"'^^^'  ''''°"^*'  '""^  --^-^ 

-n,    K  ^    .•        .  .    ^^dseting  Factory  Overhead 
The  budgeting  of  factory  overhead  expense  is  don.  .       • 
on  this  expense-to  predetermine  as  closely'as  "o^sib  e "rat'rhr  ''°"''  '^"^  ^"^^'^ 

^  Hnat  this  expense  should  be. 


( 


Overhead  is  made  up  of  four  elements— Indirect  Labor,  Supplies,  Scrap  and  Fixed 
Charges.  However,  fixed  charges  are  not  controlled  by  the  various  department  heads 
through  the  plant,  so  this  element  is  not  considered.  For  the  same  reason  the  Experi- 
mental Division  is  also  eliminated,  and  a  few  other  departments. 

In  connection  with  this  budget  work,  the  bonus  plan  was  inaugurated  to  secure 
the  best  cooperation  of  foremen  and  department  heads;  this  bonus  being  paid  to  each 
foreman  and  department  head  in  a  position  to  control  expense,  based  on  the  percentage 
of  saving  between  the  budgeted  and  actual  expense  for  the  plant  as  a  whole,  each  receiving 
this  percentage  of  salary  at  the  end  of  the  year. 

The  Use  of  Standard  Allowances 

A  budget  or  predetermined  expense  was  set  up  for  each  department  covering  the 
three  elements  of  controllable  expense,  namely.  Indirect  Labor,  Supphes  and  Scrap 
Due  to  the  varying  conditions  throughout  the  year,  such  as  increases  or  decreases  in 
schedule,  number  of  working  days  in  the  month,  etc.,  it  was  found  necessary  to  build 
this  budget  m  a  variable  manner  to  take  care  of  such  changes.  This  was  done  by  making 
out  a  standard  allowance  based  on  certain  conditions.  Indirect  Labor  was  built  up 
by  account  number,  so  as  to  give  better  analysis.  The  first  two  elements— Indirect  Labor 
and  Supplies— were  found  to  have  elements  some  of  which  were  standard  and  some  vari- 
able; therefore,  each  of  these  divisions  was  divided  up  into  the  standard  under  the 
standard  division,  while  those  which  were  variable  were  put  under  the  variable  division. 

Scrap  in  all  cases  is  considered  variable. 

In  all  productive  departments  all  fluctuations  are  based  on  the  fluctuation  in 
productive  hours.  A  predetermined  amount  of  expense  was  allowed  for  a  basic  number 
of  productive  hours,  and  at  the  end  of  each  month  the  percentage  of  increase  or  decrease 
from  this  standard  is  determined,  and  all  variable  elements  of  the  budget  extended  by 
this  percentage,  giving  the  total  variable  allowance;  which,  added  to  standard  allow- 
ance, gives  the  total  allowance  for  the  department  for  the  month.  The  other  depart- 
ments included  under  the  service  division  were  also  analyzed  for  variables  and  the  element 
on  which  they  varied  was  determined.  The  same  procedure  was  then  followed  in  arriving 
at  their  monthly  allowances. 

The  daily  allowance,  as  shown  on  the  Daily  Budget  Analysis  Sheet,  is  arrived 
at  by  dividing  the  total  number  of  working  days  into  the  total  allowance  for  the  month. 
This  is  accumulated  from  day  to  day,  so  that  the  last  day  of  the  month  will  show  the 
total  allowance  for  the  month. 

Compilation  of  Daily  Expense  Figures 

It  is  not  possible  to  get  the  non-productive  labor  tickets  through  the  tabulating 
department  in  time  for  the  daily  charts,  inasmuch  as  these  tickets  are  often  held  up  by 
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the  time  clerks  for  several  days;  therefore,  it  has  been  found  expedient  to  have  the  time 
Hrv^LTh."  "^  ^  special  report  listing  all  non-productive  labor  by  account  number. 

r^  n^      ^"'Tu    "r    J  "  "  P°''"''*^  t°  '^^''^^  fo^  e^°rs  i"  <^harging.    Shop  and 
Tool  Orders  must  be  charged  to  the  proper  departments,  and  any  charges  against  assets 

me"„t  Th  '      r"""'  ''  r"'*^'"'^^-    ^>'  "^'"«  '--S<^  hourly  rates  in  th'e  vaTous  depTr 

Supplies 
from  tll^'stocrroom'tTtr"   ''  f^'.^™*"*^^  from  the  supply  requisitions  sent  through 
on  to    he  tabulatrg  de^a  tZtXTlr  '^'"''  "'°  ^^^  *^^  ^^""^  ^^^  P^"  ^^em 
department  charged      Thelrare  th/n       H^T/""f ''^  ""'^  ^°'''^'i  ^^^"^^^'"^  ^o  the 

by  department.    "^.^^  Z  Li:S^ZeTit''  ^n   '"'^  "PP'^  ^'^^^"^^ 
and  charged  to  expense      In  orH.r  L      .  ^'    /  7  ^"^  '""^  ^'"'  received  monthly 

Scrap 

from  th^L^rcL^dTpTrfmrrl  tt'S  oT^  "T  'h^"^  '''^  ^^^^^  ^'^^^^^^  ^  -"-d 
clerk  daily  by  the  cost'clerk  taking  care  of  thi:  work'  ''^'"""''"^'  '^  «'^'^"  ^''^  "^"^Set 

/^^//y  5//^;^^/f  Analysis  Report 
After  these  various  elements  of  exneTi*;^  ha..^  k^ 
the  totals  are  transferred  to  the  Lily  Budget  Zlvl"  T"" "'''f  '^  department, 
columns,  which  follow  the  Daily  Allowanfe  colu.nns    and  ifr'n'",  '^"  """'^  ^^P^"^^ 
than  the  daily  allowance,  it  is  shown  in  red      ThekaHv  I  '^  T^"""^  ''  ^'^^''' 

accumulated  expense  of  the  day  before  (in  the  To  St  J  r""^""'"  ''/''""  ^^^^^  *»  ^^e 
shown  in  red  if  the  expense  is  greater  than  the  allowan^  tIT  TT"^^'  ^"'  '^  ^'- 
shows  the  gains  and  losses  (red  for  losses)      Threr"  ^'  '^°'"'""  °"  ^he  sheet 

are  used  for  boards  kept  in  the  Factory Tccoundng  and  th"  P  V'  ('>'P^-"«e„) ;  two 
and  one  is  cut  up  by  division  and  sent  to  the  Irfmen      a  ^'■°^"<^"°"  Manager's  offices, 

At  the  end  of  the  month  the  al^n       are TlreTarT^^    "'^''  '''''''''''■ 
hours  worked  or  any  other  basis  of  variation     aS^H  "^  '°  ^"^"^'  productive 

by  element  and  department,  taken  from  reports  uriiltlV?"*l'''^  '*'"  ='"'"^'  '^'^P^nse 
and  cost  department.  The  total  gain  or  loss  for  the  mo  1  "^  *''"  '"^"'^^'"^  division 
or  loss  to  date  is  then  shown  both  in  dollars  and  t„tTa„d  'bv  "'"  "  ""^  '°'^'  ^-" 
gam  or  loss  to  date  for  all  departments  and  divisions  dctcrr^L/.r"'''"'^^"-     '^^^  total 

^  "-""'"^^  the  percentage  on  which 
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the  bonus  is  to  be  paid.  Three  Budget  Summary  reports  are  typed  for  executives,  and 
these  show  Total  Allowance  for  the  Month,  Total  Expense  for  the  Month,  Total  Allow- 
ance to  Date,  Total  Expense  to  Date,  Gain  or  Loss  for  the  Month  (both  in  dollars  and 
cents  and  by  percentages),  Gain  or  Loss  to  Date  (in  dollars  and  cents  and  percentage). 
A  report  giving  only  the  last  four  columns — the  gains  and  losses — is  duplicated  and 
sent  out  to  all  members  participating  in  the  bonus.  A  meeting  is  usually  held  at  this 
time  to  discuss  the  gains  and  losses,  and  new  methods  for  further  reducing  the  overhead 
expense. 

Mr.  Bartz,  Assistant  P^actory  Accountant,  commenting  on  the  plan  of  this  com- 
pany, says: 


The  establishing  of  a  bonus  in  connection  with 
the  budget  has  proven  to  be  very  essential.  The 
installation  of  a  budget,  without  an  incentive  for 
those  who  can  control  the  expenses  that  go  to  make 
it  up,  has  the  effect  of  a  cure,  but  experience  has 
taught  us  the  cure  is  seldom  permanent,  because 
the  aim  of  the  budget  is  soon  forgotten  and  then 


you  have  what  you  might  call  a  relapse.  If  you 
provide  an  incentive  in  the  form  of  a  bonus  in  con- 
nection with  the  budget,  it  will  have  the  effect  of  a 
preventive,  which  is  far  more  desirable  than  a 
cure,  since  it  seems  almost  impossible  to  make  the 
cure  permanent. 


CLEVELAND  METAL  PRODUCTS  COMPANY 

The  quotation  below  is  taken  from  a  letter  received  from  Mr.  LowlES,  Auditor 
of  the  Cleveland  Metal  Products  Company,  and  is  a  most  specific  and  interesting  descrip- 
tion of  the  bonus  plan  used  by  this  company  in  connection  with  their  budget  system. 


In  considering  any  plan  of  this  kind  I  think  it  is 
well  to  eliminate  at  the  outset,  those  managers  or 
executives  who  are  key-men  and  who  comprise  the 
general  operating  staff.  These  are  preferably  dealt 
with,  I  believe,  on  a  profit  sharing  plan  rather  than 
on  a  limited  bonus  arrangement.  We  operate  here 
on  a  budget  basis  which  necessitates  the  setting  of 
standard  expense  ratios  for  each  department.     In 


the  manufacturing  division  we  have  operated  for 
many  years  a  bonus  plan  for  department  heads  and 
foremen,  which  plan  has  been  quite  successful.  This 
plan,  however,  covers  far  more  than  expense,  it  being 
our  intention  that  the  method  of  grading  or  rating 
these  department  heads  should  help  in  making  them 
better  all-round  executives,  rather  than  expense 
watchers  exclusively. 


Method  of  Grading  and  Paying  the  Bonus 


The  grading  is  done  monthly  by  a  special  com- 
mittee of  three  men,  based  upon  a  maximum  of  1 ,000 
points  which  is  valued  at  20%  of  the  individual's 
salary.  That  is,  if  a  foreman's  salary  is  $300,  his 
maximum  bonus  is  20%  of  this  or  S60. 

If  the  Committee  then  assign  900  points  to  such 
a  foreman,  his  bonus  earned  would  be  $54  or  90% 
of  the  maximum. 

Bonuses  earned  are  not  paid  to  the  department 
head  immediately,  but  are  deposited  in  individual 
savings  accounts,  with  a  selected  trust  company  to 
be  withdrawn  only  after  the  end  of  the  year.    Thus 


the  interest  earned  adds  to  the  total  bonus,  and  the 
presentation  of  the  pass-book  at  the  close  of  the  year 
with  a  considerable  sum  on  deposit  is  more  effective 
than  the  payment  of  the  individual  monthly  checks 
would  be. 

It  would  be  obviously  unfair  to  grade  all  foremen 
or  department  heads  alike,  that  is  with  the  same 
number  of  points  assigned  to  each  general  subject  or 
phase  of  work.  Therefore  a  special  percentage  is 
used  for  each  department  head  covering  the  different 
details  of  the  work  under  his  supervision,  but  in 
every  case  the  maximum  points  are  1,000. 
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POLICYHOLDERS'  SERVICE  BUREAU  REPORT  No 

Factors  Considered  in  Paying  the  Bonus 
The  different  headings  used  for  the  subjects  covered  are: 
Quality  of  production. 
Quantity  of  production. 
Cost  of  operation— covering  not  only  ex- 
pense of  department  but  labor  efficiency 
Supervision  of   labor   turnover,    lates   and 
absentees,  accidents,  health  and  welfare 


83 


5.  Care  of  buildings,  equipment  and  material. 

6.  General  cooperation  with  other  departments 
and  ability  to  accept  responsibility  and 
accuracy  of  records  and  reports. 

7.  Suggestions,  including  the  ability  to  inspire 
suggestions  from  employees. 


in  some  cris'^-sr.Jh  "ts  ^^xJ^  tl  T  'l'"'  .'"^  """^^'^  "^^'"^  emphasized  much  more 
the  labor  supervisor         ^        ^         "'"  ""^f  '"^P*^^^"""'  ^"4  labor  turnover,  etc.,  for 

CONCLUSION 

use  of  such  a  plan  is  entirely  Stical  orov  Jh  T  *""  'u  '"'"'"'^"^  ''■  ''"^  ^^at  the 
phshment  are  fairly  set.  As  has  aSv  hZ  ?  '°T''  '^^'  '^'  ^'^"^^^''^  °f  ^ccom- 
for  some  time  as  L  extrf  inltve  for  eir  T*"'  ''°""'  P'^"^"'^  ^^^  ^^^^  "^^d 
and  there  seems  to  be  no  good  reason  IvT'^'T  7^  """^  """°"^  '^'"'^^  "^  -°'k. 
be  steadily  extended  ^  "'  application  to  the  budget  field  should  not 
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AN  ECONOMIC  SERVICE  TO  BUSINESS 

THIS  is  one  of  numerous  publications  issued  by  the  Policyholders 
Service  Bureau  in  the  interest  of  better  management  in  business. 
The  Metropolitan  has  good  reason  for  desiring  to  contribute,  so  far 
as  practicable,  to  improved  practices  in  management.  Effective 
management  is  a  vital  factor  in  the  continuous  and  profitable  opera- 
tion of  business  enterprises  and  helps  to  bring  about  steady  work 
and  regular  income  for  Metropolitan  policyholders,  who  number 
more  than  one  out  of  five  of  the  general  population.  A  considerably 
greater  proportion  than  one-fifth  of  the  employees  in  commerce  and 
industry  are  insured  by  the  Metropolitan  Life  Insurance  Company. 
The  relationship  between  prosperous  policyholders  and  the  Com- 
pany's progress  is  obvious. 

Because  of  its  great  stake  in  the  Nation's  economic  life,  the 
Company  has  set  up  the  Policyholders  Service  Bureau  to  carry  out 
a  program  of  economic  service  to  business.  The  Bureau  staff  is  made 
up  of  specialists  in  the  various  fields  of  management— in  business 
organi2;ation,  office  management,  accounting  and  finance;  in  mar- 
keting, distribution,  advertising  and  sales  management;  in  produc- 
tion and  personnel  management;  in  business  and  economic  research; 
in  industrial  health  and  accident  prevention. 

Investigations  of  subjects  of  current  interest  to  business 
executives  are  continually  being  carried  on  by  the  Bureau's  specialists 
in  these  various  fields  of  management.  Reports  of  such  of  these 
investigations  as  are  of  general  interest  are  published  from  time  to 
time.  For  additional  information  about  the  work  of  the  Bureau  or 
its  published  reports,  address: 

Policyholders  Service  Bureau 
METROPOLITAN  UFE  INSURANCE  COMPANY 

ONE  MADISON  AVENUE.  NEW  YORK  CITY 


FOREWORD 


A  BUDGET  SYSTEM  has  been  defined 
as  a  systematic  method  of 
gathering  information  from  the  past 
and  present,  of  formulating  plans  for 
the  future  on  this  basis  and  of  report- 
ing subsequently  how  these  plans 
have  been  carried  out.  The  applica- 
tion and  use  of  this  method  of  plan- 
ning and  recording  give  what  is 
called  "budgetary  control." 

Budgets  are  of  many  forms  and 
uses.  They  are  considered  necessary 
by  many  executives  since  they  make 
possible  detailed  consideration  of  the 
programs  of  all  divisions  in  the  enter- 
prise.  They  become  a  check  on 
theories  and  prejudices  and  furnish  a 
clearly  defined  path  from  which  all 
deviations  can  be  recorded  and  ex- 
plained. When  properly  designed,  in- 
stalled, and  recorded,  the  budget  will 
provide  a  chart  that  will  assist  in 
eliminating  many  of  the  haz^irds  of  an 
unknown  future.. 

The  extent  to  which  budgetary 
control  is  employed  depends  upon  the 
purpose  to  be  accomplished  and  the 
necessities  and  abilities  of  the  organ- 
ization. It  is  used  to  correlate  the 
manufacturing  program  to  the  sales 
estimate,  to  provide  a  schedule  for 


the  procurement  of  raw  materials,  to 
estimate  all  labor  and  expense  items, 
to  determine  when  capital  expendi- 
tures will  be  profitable  or  necessary, 
to  ascertain  the  financial  requirements 
of  the  organi^tion  for  a  given  period, 
and  to  enable  the  management  to  con- 
struct a  plan  of  operation  that  will 
allow  the  greatest  return  on  the  capi- 
tal invested. 

This  report  has  been  prepared  for 
the  purpose  of  examining  the  methods 
by  which  industry  is  employing  the 
budget  as  an  instrument  of  control 
over  its  manufacturing  operations. 
Although  the  manufecturing  depart- 
ment is  only  one  of  the  major  divi- 
sions of  any  company,  in  most  in- 
stances the  cost  of  production  repre- 
sents a  large  percentage  of  the  total 
cost  of  operation. 

Continuity  of  manufacturing 
operations  is  fundamental  to  stability 
of  employment  for  the  working  force. 
The  planning  incidental  to  budgeting 
places  in  the  hands  of  management 
definite  information  for  outlining  the 
extent  of  manufacturing  operations  in 
advance — ^a  powerful  tool  for  leveling 
the  peaks  and  valleys  of  the  employ- 
ment curve. 
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Presentation  of  the  Budget.  ^^    iP-*  coordinating  the  controls  over  the  major  divi^         With  the  sales  estimate  as  a  basis,  the  pro' 

TwT»  R  \>r  ac      ■!     ^^°^^  ^^^  forming  the  general  plan  of  opera-    duction  program  is  set  up  allowing  for  actual 

1  HE  DUDGET  xviANUAL i?     J }  ^  ^^^^  ^^^  ^y^^  budgct  petiod.    The  master    and  desired  inventory,  and  with  the  seasonal 

Value  of  the  Budget  35     fi '    budget  usually  includes  the  sales  budget,  the    fluctuations  in  the  estimate  adjusted  to  attain 

nf    production  budget,  the  financial  budget,  the    an  even  rate  of  production. 
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THE  BUDGET  PERIOD 

The  length  of  the  budget  period  is  usually  periods  of  four  weeks  each.  The  major  ad  van' 

the  same  as  the  normal  business  period  of  the  tage  of  the  four-week  operating  period  over 

industry  in  question.  Some  of  the  factors  on  the  monthly  period  lies  in  the  Set  that  each 

which  the  selection  of  a  budget  period  will  period  will  be  of  equal  length,  permitting 

depend  are :  availability  of  statistical  records  direct  comparisons  of  performance  without 

of  past  performance,  availability  of  reliable  adjustments.  For  the  same  reason,  other  con- 

indices  for  estimating  fiiture  developments,  cems  divide  the  annual  budget  period  into 

the  length  of  the  accounting  period,  methods  four  thirteen-week  periods  and  make  the 

^J^^cmg,  style  influence,  production  budget  comparisons  and  revisions  at  the  end 

methods^  time  necessary  for  the  completion  of  of  this  period  rather  than  quarterly. 

a  manufacturing  cycle,  and  seasonal  market        ^  j         .•     -^    •     . 

features  =>cabuiiai  marKer        7^  provide  contmuity  in  the  preparation 

The  majority  of  the  companies  whose  ex-  °^  ^^.u"  ^""t  ^^^^^\Po]icks,  some  firms  pre- 
periences  are  included  in  this  study  u^  two  ^T  '^^^,^^,^gf  ^^^  ^  ^^^^^^  P^nod  in 
periods    for    budgeting    purposes-a    long  advance  of  actual  operations, 
period,  generally  the  fiscal  year,  and  a  short         ^^^  budget  of  the  Atlantic  Refining  Com- 
r^j •_    /-                   .                .     _.  panyofPhiladelphia,  for  example,  is  prepared 


penod  ranging  from  one  to  three  months.  The 
annual  budget  period  is  of  sufficient  length  to 
enable  the  management  to  prepare  a  general 
plan  of  operations  that  will  include  all 
seasonal  variations,  while  the  monthly  or 
quarterly  period  is  used  for  detailed  control 
of  immediate  operations  and  permits  periodic 
comparison  of  performance  with  stanckrds,  so 
that  necessary  adjustments  for  future  opera- 
tions can  be  made  when  deemed  advisable. 

Some  companies  have  found  it  expedient  to 
divide  the  annual  budget  period  into  thirteen 


every  three  months  for  the  following  twelve. 
The  advantages  of  this  procedure  are  out- 
lined by  H.  G.  Hill,  Budget  Director  of  this 
company,  in  the  following  paragraph: 

Maintaining  the  individuality  of  each  three 
months'  period  in  the  forecast  facilitates  the  work 
of  estimating,  as  the  more  distant  quarters  can  be 
reviewed  and  revised  instead  of  being  rebuilt. 
We  are  also  convinced  of  the  value  of  looking 
beyond  the  end  of  the  calendar  year,  especially 
as  the  year  end  is  approached. 


The  preparation  of  a  budget  for  the 
manufacturing  department  involves  two 
factors : 

I.  The  development  of  a  production  program  in 
terms  of  units  to  be  produced.  (This  is  pro- 
vided for  in  a  production  schedule.) 

a.  An  estimate  of  the  costs  that  will  be  incurred 
in  the  completion  of  this  program.  (This  is 
provided  for  in  budgets  for  labor,  materials, 
manufacturing  overhead,  and  plant  and  equip- 
ment.) 

Manufacturing  activities  run  to  two  ex- 
tremes: from  manufacturing  standard  items 
to  stock,  to  manufacturing  special  orders  to 
customers'  specifications.  Many  plants  oper- 
ate as  a  combination  of  the  two  classifications 
The  procedure  to  be  followed  in  scheduling 


PRODUCTION  SCHEDULES 


and  budgeting  production  will  be  partly  de- 
pendent upon  the  classification  within  which 
a  company's  operations  fall. 

Production  Schedules  in  Companies 
Manufaauring  to  Stoc\ 

Production  schedules  for  companies  manu- 
facturing to  stock  usually  are  divided  into 
two  parts— the  master  schedule  and  the  de- 
tailed schedule.  The  set-up  of  the  master 
schedule  generally  consists  of  establishing  a 
rate  of  production  for  each  product  and  de- 
termining the  inventories  of  finished  goods 
necessary  to  meet  the  sales  estimate  The 
detailed  schedules  are  for  the  purpose  of 
scheduhng  the  work  to  individual  rmchines 
and  operatmg  departments. 
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In  preparing  a  master  schedule  there  are 
four  factors  to  be  taken  into  consideration: 
the  total  estimated  sales  of  all  products  for  a 
given  period,  the  total  manufacturing  capac- 
ity for  producing  these  products  in  that 
period,  the  rate  of  demand  for  the  products 
during  the  period,  and  the  desired  inventory 
at  the  end  of  the  period.  Unless  the  cost  of 
carrying  finished  inventories  is  too  heavy, 
either  in  interest  charges  or  possible  loss  from 
obsolescence,  it  is  the  practice  to  schedule  the 
manufacturing  department  at  a  constant  rate 
of  production,  building  up  inventories  during 
periods  of  subnormal  sales.  The  amount  of 
inventory  to  be  accumulated  during  the  slack 
seasons  should  be  such  that  when  the  sales 
demand  exceeds  the  production  capacity, 
there  will  be  a  sufficient  quantity  of  goods  on 
hand  to  fill  orders  until  the  rate  of  sales  drops 
to  the  production  level. 

Although  master  schedules  are  generally 
prepared  for  the  fiscal  year,  it  is  customary 
to  issue  the  detailed  schedules  for  monthly 
or  quarterly  periods.  This  permits  a  greater 
flexibility  of  control  as  the  production 
schedules  can  be  adjusted  for  any  variations 
that  occur  between  actual  and  estimated 
sales. 

Before  a  production  schedule  can  be  issued, 
it  is  necessary  to  analyze  the  products  to 
determine  their  component  parts,  the  raw 
materials  of  which  these  parts  are  composed, 
and  the  various  operations  and  departments 
in  which  these  parts  are  fabricated.  With  the 
analysis  complete,  a  system  of  raw  material 
control  is  set  up  which  will  cover  the  pro- 
curement of  material  and  its  issue  to  the 
productive  departments  in  accordance  with 
the  manufacturing  program. 

The  actual  preparation  of  the  detailed  pro- 
duction schedule  begins  with  the  routing  and 
scheduling  of  every  product  and  its  com- 
ponent parts  through  the  factory.  Routing 
involves  an  analysis  to  determine  the  best 
method  of  producing  the  product,  an  analysis 
of  the  productive  equipment  and  the  avail- 
able equipment  capacity,  the  determination 
of  the  sequence  of  operations  and  the  time 
that  will  be  taken  in  the  manufacture  of  the 
product  and  its  parts,  and  scheduling  the 


manufacture  of  parts  into  sub-assemblies  and 
major  assemblies  so  they  will  be  started  in 
process  at  such  times  as  will  insure  their 
completion  simultaneously. 

The  production  schedule  is  then  used  in 
dispatching  the  work  to  the  various  opera- 
tions in  the  order  of  its  precedence  or  im- 
portance, controlling  the  work  after  the  com- 
pletion of  one  operation  to  the  next,  in 
accordance  with  the  sequence  determined, 
and  recording  the  time  of  starting  and  com- 
pleting each  operation,  so  that  the  proper  con- 
trol may  be  exercised  and  lagging  behind 
schedule  prevented. 

Several  other  important  factors  are  in- 
volved in  the  control  of  production,  such  as 
the  standardi23tion  of  products  and  processes, 
the  arrangement  of  equipment  to  provide  for 
the  least  amount  of  travel  from  operation  to 
operation,  and  the  provision  of  special  equip- 
ment that  may  be  necessary. 

Preparation  and  Control  of  a 
Manufacturing  Program 

The  production  scheduling  procedure  of 
the  Walworth  Company  of  Boston  gives  an 
illustration  of  a  successRil  attempt  to  prepare 
and  control  a  manufacturing  program.  Prior 
to  the  beginning  of  each  new  year,  an  esti- 
mate of  expected  sales  for  the  entire  company 
in  terms  of  tons  by  product  classes  is  figured 
on  the  basis  of  past  performance  and  the 
general  economic  condition  of  the  country. 
This  tonnage  is  split  among  the  four  works 
and  schedule  of  tonnages  submitted  to  each 
one  of  the  works  managers.  Before  the  be- 
ginning of  each  quarter,  sales  are  reestimated 
for  the  succeeding  six  months.  Desirable  in- 
ventories at  the  end  of  the  period  are  estab- 
lished and  production  schedules  authorized. 
With  these  master  schedules  as  a  guide,  each 
works  manager  prepares  a  definite  production 
schedule  for  the  coming  month. 

At  the  Boston  works  this  schedule  is  con- 
verted into  production  totals  for  the  various 
departments  and  the  requisite  man-hours  are 
calculated.  Then  each  department  is  allotted 
a  definite  budget  of  man-hours  which  are  to 
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be  converted  into  a  given  number  of  tons  of 

product.  In  setting  quotas,  every  attempt  is 

made  to  have  constant  control  over  work'in^ 

process  so  that  the  inventories  of  such  work 

may  be  kept  at  the  lowest  possible  level.  The 

fectors  by  which  tonnages  are  figured  in  man- 

hours  are  the  result  of  several  years  of  careful 

research.    A  constant  check  on  output 

against  budgeted  quotas  has  led  to  profitable 

economies. 

The  Boston  works  uses  the  following 
method  in  figuring  help  and  production 
quotas  and  controlling  the  in^process 
inventory:  ^ 

I.  On  the  15th  of  each  month  the  planning  de- 
partment, with   the  approval  of  the   Works 
Manager,  issues  a  production  schedule.    This 
schedule  gives  only  the  tonnages  by  classes  that 
It  IS  desired  to  have  go  into  finished  stock 
Ihe  schedule  contains  production  figures  in 
each  class  for  the  maximum  production  month 
the  capacity  production  year,  the  actual  pro- 
duction, and  percentage  of  schedule  for  the 
previous  month  and  the  schedule  for  the  present 
month  with  the  percentage  of  capacity  required. 

2.  On  the  i6th  of  each  month  the  accounting  de- 
partment furnishes  the  actual  inventory  figures 
of  all  work-in-process  by  classes,  as  of  the  first 
of  the  month.  At  the  same  time  a  report  of 
the  actual  production  by  classes  of  each  de- 
partment is  made  up. 

U{X)n  receipt  of  this  information,  it  is  possible 
to  tigure  the  estimated  inventory  as  of  the  first 
of  the  succeeding  month  and  by  this  means 
start  only  such  tonnages  in  the  primary  depart- 
ments as  will,  when  processed,  equal  the 
standard  work-in-process  figures.  This  makes 
possible,  (a)  an  approximately  constant  amount 
of  work-in-process,  (b)  the  securing  of  a  cost 
which  has  not  been  affected  by  a  fluctuating 
work-m-process.  ^ 


determined  through  experiment.  A  deduction 
is  made  to  allow  for  expected  progress  once  a 
year  when  these  hours  are  revised.  The  figure 
stays  intact  for  the  ensuing  year. 

y.  The  number  of  hours  having  been  determined 
this  figure  is  divided  by  the  number  of  hours 
m  the  month  that  each  department  will  work 
This  gives  the  number  of  men  needed,  not  in- 
cluding absentees.    A  percentage  allowance  is 
added  to  take  care  of  absentees. 

6.  By  dividing  the  total  tonnage  to  be  produced 
by  the  number  of  working  hours  in  the  month 
the  production  desired  per  working  hour  is 
secured.  This  is  then  multiplied  by  the  num- 
ber of  hours  in  the  day  to  get  the  daily  tonnage 
quotas.  ^ 

7.  All  of  this  information  is  sent  to  the  executives 
on  the  Production  and  Help  Quota  Form.  The 
daily  quota  is  put  on  the  Production  Quota 
torm,  one  copy  is  given  to  the  foreman  and  one 
IS  kept  m  the  general  superintendent  s  oflice. 

8.  Daily,  the  foremen  report  the  tonnage  produced 
and  the  total  for  the  month  to  date  on  the 
Daily  Tonnage  Report.  By  this  it  is  possible 
to  tell  daily  just  how  production  is  progressing. 

9.  Daily,  each  foreman  reports  to  the  employment 

tw^T^^u'^^-  T^^'  °^  P^°P^^  ^o^J^^g  and 
absent.    This  information  is  correlated  by  the 

employment  department  and  forwarded  to  the 

executives  on  the  Daily  Force  Report. 

'°*  .^Tk^'?:.  ^^  accounting  department  makes 
up  the  Departmental  Expense  Analysis.  This 
gives  complete  information  as  to  the  quotas  and 
hours  assigned  and  actually  used,  together  with 
the  expense  per  ton. 


Havmg  received  the  schedule,  it  is  first  neces- 
sary to  break  it  down  and  determine  how  much 
tonnage  of  each  class  of  goods  will  go  through 
each  department.  To  do  this,  a  chart  has  been 
set  up  giving  factors  to  apply  to  finished  stock 
tonnages.  The  tonnages  in  the  foundries  and 
torge  shops  are  adjusted  to  give  the  desired 
work-m-process  inventory  referred   to  above. 

With  the  tonnages  of  each  class  for  each  de- 
^^TTau^"^^  determined,  this  figure  is 
multiphed  by  the  number  of  hours  it  takes  each 
department  to  produce  a  ton  of  each  class  of 
goods.    The  number  of  hours  per  ton  has  been 
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The  foregoing  method  of  arriving  at  heb 
and  production  quotas  and  controlling  the  in^ 
obSSr'^'^  accomplishes  the  following 

I.  A  forecast  of  the  production  to  be  turned  out 
and  the  number  ofworkers  required 

**  ^^^^^^  *^^?  T  '^^^  '^'"^^  and  a  direct 
companson  with  other  months. 

^'  L'^^^i^''  ^^"^  ^ys  accomplishment,  afford- 

Produaion  at  a  Constant  Rate 

The  successful  planriing  of  production  at  a 
constant  rate  is  illustrated  in  ^hrpr^ucti^^ 
control  procedure  of  Eli  Lilly  an/Smpany 
of  Indianapohs.  The  production  oftKc"^ 


■t 


tory  and  the  shipment  of  merchandise  to  the 
principal  branch  houses  of  this  company  are 
planned  in  order  that  the  following  objectives 
may  be  obtained: 

1.  Maintenance  of  an  even  rate  of  production 
per  working  day  with  due  allowance  for  re- 
duction in  capacity  during  the  summer  vaca- 
tion months. 

2.  Maintenance  of  an  even  rate  of  shipment  from 
the  factory  per  working  day  by  varying  ship- 
ments to  branches  in  inverse  proportion  to  the 
seasonal  variations  in  the  demands  of  other 
customers. 

3.  Maintenance  of  adequate  stock  at  all  times  and 
at  all  distribution  points  to  render  proper 
service  to  customers. 

Factory  production  is  budgeted  by  setting 
production  quotas,  in  units  of  product,  for 
each    of   the    manufacturing    departments. 
These  quotas  are  determined  in  the  following 
manner:  The  sales  for  any  twelvemonth 
period  are  estimated  to  be  the  sales  for  the 
twelve-month   period  just   closed,  plus   or 
minus  the  trend  as  indicated  by  a  comparison 
of  the  twelve-month  period  just  closed  with 
the  twelve-month  period   that   closed   one 
month  previously.  The  production  during 
the  balance  of  the  year  must  be  the  number  of 
units  which,  when  added  to  the  present 
stock,  will  permit  sales  equal  to  the  estimate 
and  leave  a  carefully  determined  stock  on 
l^and  at  the  end  of  the  year.  The  number  of 
units  to  be  produced  during  the  current 
month  will  bear  the  same  relation  to  the  total 
production  required  for  the  balance  of  the 
year  as  the  number  of  working  days  in  the 
current  month  bears  to  the  number  of  work- 
ing days  in  the  balance  of  the  year.   The 
final  quota  is  the  figure  so  determined  plus  a 
percentage  adjustment  during  non-vacation 
months  and  minus  a  percentage  adjustment 
during  vacation  months.  The  planning  de- 
partment  supervision  attains  these  produc- 
tion quotas  with  practically  no  deviation. 

Special  Order  Production  Scheduling 

Production  scheduling  for  those  companies 
whose  products  are  manufactured  to  cus- 
tomers' specifications  is  generally  confined  to 
the  preparation  and  issue  of  detailed 


schedules  and  dispatching  the  work  after 
actual  sales  orders  have  been  received.  The 
procedure  followed  in  the  preparation  of  the 
schedules  and  the  routing  of  orders  is  very 
similar  to  that  employed  by  companies  manu' 
facturing  to  stock. 

The  Sivyer  Steel  Casting  Company  of  Mil' 
waukee  has  been  able  to  deliver  an  unusually 
high  percentage  of  orders  on  the  dates 
scheduled  by  keeping  a  close  control  of  orders 
and  materials-in-process.  This  company  main' 
tains  a  jobbing  foundry,  and  control  is 
obtained  by  issuance  of  forms  and  records  at 
strategic  points  which  are  supplemented  by 
organized  personal  attention  of  the  produc 
tion  department  or  supervisory  force. 

New  orders  are  entered  on  an  order  recap- 
itulation form  in  duplicate,  one  section  being 
a  recapitulation  of  the  information  given  in 
the  order,  the  other  section  being  used  for 
entering  information  relative  to  cores  needed. 
Upon  receipt  of  an  order,  careful  check  is 
made  of  previous  orders  for  the  same  pat" 
terns.  Quotations  are  checked,  questions  of 
analyses  are  settled,  and  delivery  promises 
entered  for  shop  information. 

From  the  order  recapitulation,  a  work  order 
consisting  of  four  copies  is  issued  for  each 
pattern.  One  copy  is  sent  to  the  shipping 
department,  one  to  the  pricing  department 
and  two  to  the  pattern  storage.  The  form 
sent  to  the  shipping  department  provides 
space  for  dates,  pieces  made,  pieces  shipped, 
defectives  and  delivery  dates  scheduled.  The 
shop  cards  provide  space  for  specific  instruc- 
tions needed  to  put  the  job  in  process  and  to 
show  a  record  of  work  performed. 

A  core  order  is  made  from  the  core  recap- 
itulation copy  of  the  order  recapitulation 
form.  This  is  sent  to  the  core  department 
with  the  core  boxes  at  least  two  days  before 
the  molders  get  their  work  orders.  This 
time  allowance  for  the  core  department  is 
considered  ample  for  the  preparation  of  the 
cores. 

Shop  orders,  upon  leaving  the  office,  are 
sent  directly  to  the  pattern  storage  and  all 
pattern  equipment  required  is  laid  out  on  a 
bench  for  inspection.  The  pattern  equips 
ment  which  is  to  be  used  is  studied  carefully 
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and  examined  by  the  shop  executives.  Ac 
companying  each  old  pattern  are  records  of 
any  difficulties  reported  on  previous  orders 
either  by  the  customer  or  the  foundry.  Un^ 
usual  loss  through  defectives  is  also  given 
consideration  at  this  time. 

Each  morning  all  approved  orders  received 
at  the  pattern  storage  on  the  previous  day 
are  given  to  the  schedule  clerk.    The  fore- 
man  of  each  molding  department  is  called  in 
and  the  jobs  discussed  and  molders  assigned 
Dates  on  which  shop  work  will  begin  are  set 
according  to  work  ahead.     Then  the  work 
orders  are  filed  on  a  schedule  board  in  accord- 
ance with  the  dates  which  have  been  design 
nated    The  molding  foreman  is  held  respon- 
sible for   fulfilment   of  molding   scheckiles 
according  to  orders  assigned  to  individual 
units,  and  he  makes  the  necessary  arrange- 
ments for  delivery  of  complete  equipment 
to  the  molders.     A  day-by-day  record  of 
schedule  efliciency  is  kept. 

After  a  job  is  definitely  scheduled,  one 
ojpy  of  the  work  order  is  sent  to  the  office. 
From  the  date  recorded  thereon  a  shipping 
date  is  determined  and  the  customer  is  noti- 
fied when  shipment  will  be  made.  This 
copy  of  the  order  is  the  production  depart- 
ment's delivery  control  record.  Both  mold- 
ing and  shipping  dates  are  recorded  on  it  and 
it  is  used  daily  in  checking  progress  of  orders 
so  as  to  insure  movement  in  process  and 
shipment  as  promised. 

Each  day  a  production  meeting  is  held  at 
which  molding  and  shipping  of  scheduled 
orders  are  discussed  and  current  and  overdue 
promises,  both  of  the  molding  and  finishing 
departments,  are  given  particular  considera- 
tion. The  primary  purpose  of  this  meeting 
is  to  discover  the  causes  for  delay  and  rectify 
them  before  they  have  been  in  effect  long 
enough  to  check  production  seriously  and 
result  in  dissatisfaction  through  failure  to 
keep  delivery  promises. 

Manufacturing  Standard  Items 
to  Customers  Orders 

Between  the  extremes  of  manufacturing 
standard  items  to  stock  and  the  production 
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of  special  orders  lies  the  manufacturing  of] 
standard  items  to  customers'  orders.     This] 
procedure  is  usually  followed  when  the  prod-f 
ucts  represent  a  large  investment  of  capital  ? 
and  when  the  sales  of  each  item  during  a  * 
year  are  numerically  few.    This  situation  is 
generally    found   in    plants    manufacturing 
large  heavy  duty  machinery. 

An  example  of  an  effective  production  con- 
trol system  in  this  field  of  manufiicture  can  ^ 
be  illustrated  in  the  procedure  employed  by  / 
the  Chambersburg  Engineering  Company,} 
Chambersburg,  Pennsylvania.  Shop  orders  ♦ 
are  initiated  by  the  order  department  upon! 
receipt  of  a  sales  order.  Four  copies  of  the  J 
shop  order  are  issued,  one  each  for  the  design  1 
department,  the  planning  department,  the 
stores  department,  and  me  accounting  de-* 
partment.  | 

The  design  department  issues  a  parts  list, 
or  bill  of  materials,  together  with  the  draw- 
ings, drawing  list  and  specifications  covering 
that  order,  these  being  sent  to  the  planning 
department.  A  copy  of  the  parts  list  is  also 
forwarded  to  the  accounting  department. 

Upon  receipt  of  the  shop  order,  the  plan- 
ning department  consults  its  file  of  standard 
operation  cards.    These  are,  in  effect,  combi- 
nation route  and  schedule  cards  for  each, 
separate  component  of  each  machine  made  ^ 
by  the  company.     The  data  on  each  card*^ 
are  arrai^ed  according  to  sequence  of  opera- 
tions and  include  the  overhead  expense  sym- 
bol for  each  machine. 

From  these  operation  cards,  the  planning 


rollers.  The  chart  is  carried  on  a  frame  at 
the  left  of  which  is  listed  vertically  all  the 
machine  tool  and  other  production  equips 
ment  in  the  plant,  singly  or  in  groups.  Hori- 
2;ontal  lines  represent  time.  Light  hori2X)ntal 
lines  indicate  the  number  of  hours  required 
to  perform  the  given  operation  assigned  to 
each  unit  of  equipment.  Progress  of  the 
work  is  checked  daily,  and  the  availability  of 
machine  tools  and  other  equipment  for  sub- 
sequent orders  is  readily  predicted. 

In  the  meantime  the  planning  department 
has  prepared  work  tickets  covering  each  oper- 
ation on  each  part  to  be  produced.  These 
tickets  are  made  out  in  triplicate,  the  original 
copy  being  the  operator's  instructions  to 
work  on  the  given  part,  the  second  is  for- 
warded to  the  accounting  department,  and 
the  third  is  retained  in  the  planning  depart- 


ment to  indicate  the  issued  tickets.  The 
reverse  side  of  the  original  is  ruled  so  that 
the  operator  may  record  the  time  spent  on 
the  operation  covered  by  the  work  ticket. 

With  these  tickets  the  accounting  depart- 
ment has  a  complete  cost  history  of  every 
sales  order,  including  direct  material,  direct 
labor  and  burden.  It  will  thus  be  seen  that 
the  records  forming  part  of  the  routine  pro- 
duction control  serve  both  cost  department 
analysis  purposes  and  production  control. 
Costs  of  eadi  machine  in  process  are  com- 
pared carefully  with  historical  costs  of  the 
same  or  similar  work. 

When  the  work  on  all  parts  of  a  roachine 
built  to  a  given  order  has  been  completed, 
the  work  tickets  are  collected  and  filed  to- 
gether, forming  a  permanent  record  of  the 
building  of  that  machine. 
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department  is  able  to  reduce  the  work  repre-  ] 
sented  by  the  order  to  time,  and  thus  prepare  ' 
a  schedule.  Starting  with  the  delivery  prom-  ' 
ise  and  working  backwards,  dates  are  assigned 
for  the  production  of  each  part  of  the  ma- 
chine on  order.    With  this  are  specified  the 
dates  that  raw  material  and  finished  parts 
must  be  on  hand  for  the  work  in  the  shops 
and  m  the  erecting  department.     With  the 
latter  schedule  in  front  of  him,  the  purchasing 
agent  arranges  for  the  delivery  of  materials. 

The  above  production  planning  is  done  on 
a  control  board  consisting  of  a  continuous 
sheet  resembling  a  Gantt  chart,  mounted  on 


While  the  control  of  raw  material  is  essen- 
tially a  part  of  the  production  planning 
procedure,  it  is  customary  to  develop  a 
materials  budget  as  a  method  of  controlling 
the  purchases  of  raw  material.  This  materials 
budget  is  based  on  information  taken  from 
the  production  schedule  and  consists  of  two 
parts,  (i)  the  estimate  of  raw  material  re- 
quirements necessary  for  the  manufacture  of 
the  goods  outlined  on  the  production  sched- 
ules and,  (2)  a  schedule  of  purchases,  in  terms 
of  quantities  and  time,  so  that  the  raw 
materials  will  be  on  hand  and  ready  for  use 
in  the  manufacturing  department  when  called 
for.  The  quantities  listed  on  the  estimate  of 
raw  materials  and  those  on  the  schedule  of 
purchases  may  vary  in  order  that  the  pur- 
chasing department  can  procure  the  materials 
in  even  lots  and  at  best  market  prices. 

Classification  of  Materials 

Although  the  majority  of  plants  use  two 
classifications  for  materials,  direct  and  indi- 
rect, additional  classifications  have  been  found 
necessary  in  some  instances.  One  company, 
manufacturing  writing  fluids,  has  found  it 
advisable  to  use  three  classifications — raw 


materials,  indirect  materials  and  supplies. 
Raw  materials  include  those  basic  ingrecUents 
used  in  the  manufacture  of  the  fluid,  indirect 
materials  comprise  materials  actually  used 
in  the  "put  up"  of  the  product  but  too 
small  to  be  handled  on  a  requisition  basis, 
and  supplies  are  composed  of  those  materials 
which  are  bought  to  fecilitate  the. manufac- 
ture of  the  product  but  which  do  not  actu- 
ally enter  into  it. 

This  classification  of  materials  is  also  used 
by  a  company  manufacturing  heating  equip- 
ment. Indirect  material  is  considered  as 
overhead  for  accounting  purposes  but  is  in- 
cluded with  the  direct  material  requirements 
in  the  materials  budget.  Miscellaneous  sup- 
plies, however,  are  not  included  in  the 
materials  budget  but  appear  as  an  item  of 
manufacturing  expense. 

Methods  of  Estimating 
Material  Requirements 

The  methods  employed  in  estimating  raw 
material  requirements  are  dependent  to  some 
extent  on  the  degree  of  standardization  to 
which  the  products  of  the  company  have 


II 


METROPOLITAN  LIFE  INSURANCE  COMPANY 


BUDGETING  MANUFACTURING  OPERATIONS 


r,  1*^ 


1 


1 

I 


*      I 


DESCRIPTION 


BALANCE  OF  STORES 


UNIT 


ORDER  QUANTITY 

MINIMUM 

LOCATION 


Figure  I— Typical  Balance-of-Stores  Record 


been  subjected.    For  example,  some  organi- 
2ations  have  been  able  to  analy2;e  their  prod- 
ucts  to  such  a  degree  that  the  exact  raw 
material   requirements   for   each   unit   pro- 
duced  have  been  definitely  established.     In 
such  cases,  it  is  customary  to  have  a  standard 
material  requirements  list  for  each  product 
showing  the  amount  of  raw  materials  used 
in  the  production  of  the  product  and  its  com- 
ponent  parts.  When  the  production  schedule 
has  been  established,  the  amount  of  material 
necessary  for  the  fulfilment  of  this  program 
can  be  determined  from  the  material  require 
ments  records. 

Such  procedure  is  followed  by  a  company 
fabncating  motor  accessories.    The  planning 
department  of  this  company  has  established 
a  control  system  covering  purchases  of  all 
raw  materials  and  finished  parts  used  in  the 
assembly  of  their  products.    All  parts  have  a 
standard  specification  developed  by  the  stand- 
ards  or  engineering  department.     Inventory 
reduction  and  control  are  accomplished  by 
purchasing  on  a  set  maximum  ancl  minimum 
basis.    Parts  for  standard  units  are  stocked 
on  a  maximum  and  minimum  monthly  require- 
ment based  on  previous  experience.  Small 
standard  parts  such  as  rivets,  lock  washers 
nuts  and  bolts  are  purchased  in  larger  quan- 
tities in  order  to  take  advantage  of  the  best 
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price.  Special  parts  required  for  specific 
orders  are  purchased  in  a  quantity  sufficient 
to  cover  the  customer's  order  plus  some 
small  amount  for  shrinkage. 

In  many  industries  the  raw  material  con- 
tent of  products  changes  from  year  to  year 
In  such  instances,  the  development  of  stand- 
ard requirements  records   may  involve  too 
much  detail  to  be  practical.  Some  companies 
especially  those  using  only  one  or  two  basic 
raw  materials,  have  been  able  to  set  up 
ratios  between  the  volume  of  sales  and  the 
basic  raw  material  requirements,  and  have 
prepared  their  materials  budget  on  this  basis. 
I^oundries  and  steel  mills  have  found  this 
simple  procedure  very  effective  in  controlling 
material  purchases.  , 

The  Taylor-Wharton  Iron  and  Steel  Com- 
pany of  High  Bridge,  New  Jersey,  budget 
their  one  krge  item  of  direct  material  on  the 

r^Zu  ^!if,  ^^^^^^^Pa^^^  production  for  each 
month.  They  have  developed  a  ratio  be- 
tween the  production,  in  tons  of  good  steel 
castmgs,  and  the  total  number  of  tons  of  pig 
iron  scrap,  etc.,  that  will  be  necessary  for  this 
production.  For  example,  if  the  estimated 
production  called  for  was  840  tons  of  castings, 
the  materials  budget  would  call  for  i,^ 
tons  of  raw  material. 

The  schedule  of  material  purchases  can 
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be  controlled  effectively  by  the  use  of  balance^ 
of-stores  records.  (Figure  i  illustrates  a  typi- 
cal balance-of-stores  record.)  This  procedure 
involves  the  use  of  an  inventory  record  of 
each  item  of  raw  material  used,  showing  at 
any  time  the  balance  at  hand,  amounts  re^ 
ceived  and  issued,  amounts  reserved  for  pro- 
duction orders  issued  but  not  called  for,  the 
reorder  point,  and  the  quantity  to  order. 
The  reorder  point  and  the  quantity  to  order 
will  depend  upon  the  interval  of  time  be- 
tween the  issue  of  a  purchase  order  and  the 
date  that  the  material  will  be  in  the  plant 
ready  to  use,  the  rate  of  consumption  of  raw 
materials,  as  shown  in  the  production  sched- 
ule, and  the  desirable  reserve  that  should  be 
on  hand  to  take  care  of  delays  in  delivery  of 
raw  materials. 

The  purchase  of  raw  materials  should  not, 
however,  be  an  entirely  automatic  procedure. 
The  reorder  point  and  the  quantity-to- 
order  amount  should  be  frequently  exam- 
ined so  that  changes  in  the  production  or 
raw  material  requirements,  as  made  by  the 
planning  or  engineering  departments,  will 
not  be  overlooked  by  the  purchasing  de- 
partment. 

Indirect  materials  (those  materials  and 
supplies  which  do  not  form  a  part  of  the 
finished  product)  are  generally  included  in  the 
manufacturing  expense  budget,  due  to  the 


fact  that  the  amounts  of  these  materials  used 
do  not  necessarily  vary  directly  with  the 
volume  of  production.  Generally,  it  is  con- 
sidered advisable,  however,  to  control  the 
purchases  of  these  materials  in  a  manner  simi- 
lar to  that  used  for  control  of  raw  materials. 

Control  of  the  Materials  Budget 

The  materials  budget  generally  consists  of 
two  parts,  the  estimate  of  raw  material  re 
quirements  and  a  schedule  of  purchases.  Tlie 
control  of  the  first  part  is  a  function  of  the 
planning  division  of  the  manufacturing 
department.    The  control  of  the  second  is  a 
function  of  the  purchasing  department.    If 
this  department  comes  under  the  jurisdiction 
of  the  production  executive,  the  materials 
budget  is  considered  a  part  of  the  produc- 
tion budget  and  the  responsibility  for  its 
administration  belongs   to   the   production 
executive.     If,  on  the  other  hand,  the  pur- 
chasing  department  is  independent  of  the 
manufecturing  department,  the  schedule  of 
purchases  becomes  a  separate  unit  in  the 
master  budget,  and  the  responsibility  for 
its  administration  lies  with  the  purchasing 
executive.    In  either  case,  however,  it    is 
considered  advisable  to  secure  the  approval 
of  the  production  executive  before  this  esti- 
mate is  fOTmally  adopted. 


THE  LABOR  BUDGET 


Classification  of  Labor 

There  are  two  classifications  of  labor  used 
in  manufacturing  establishments— direct  and 
indirect.  Direct  labor  is  that  effort  which 
is  used  directly  in  the  manufacture  of  the 
finished  product,  and  indirect  labor  is  that 
effort  which  is  used  to  facilitate  the  manu- 
facture of  the  product.  Although  for  cost 
accounting  purposes  indirect  labor  is  gen- 
erally included  as  a  manufacturing  expense 
item,  many  companies  have  found  it  advis- 
able to  include  indirect  labor  in  the  labor 
budget.  This  practice  is  followed  by  the 
company  manufacturing  heating  equipment. 


referred  to  in  the  section  on  "Materials 
Budgets."'  Their  practice  is  to  segregate  in- 
direct labor  as  an  overhead  expense  on  the 
company's  records,  but  for  budget  purposes 
it  is  included  with  direct  labor. 

To  provide  the  most  adequate  control, 
direct  labor  budgets  are  prepared  in  terms  of 
cost  for  the  payroll  and  financial  departments 
and  in  terms  of  men,  man-hours  or  machine- 
hours  for  the  use  of  the  production  depart' 
ment.  Indirect  labor  usually  is  budgeted 
simply  in  terms  of  cost  and  men,  with  the 
exception  of  some  maintenance  departments 
in  which  it  has  been  possible  to  make  a 
further  analysis  in  terms  of  man-hours. 
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Estimation  of  Labor  Costs 
and  Labor  Requirements 

The  method  to  be  employed  in  estimating 
labor  costs  is  dependent  upon  cost  accounting 
practices  of  a  company  and  the  methods  of 
wage  payment  in  use.     Companies  having 
incentive  systems  for  all  direct  labor  opera' 
tions  use  the  incentive  rates  for  the  calcuk' 
tion  of  labor  costs  and  the  determination  of 
the  number  of  man-  or  machine-hours  neces' 
sary  for  the  fulfilment  of  the  production 
program.    This  calculation  consists  of  multi' 
plying  the  standard  time  allowance  and  rate 
for  each  operation  by  the  number  of  times 
that  the  operation  is  to  be  performed  during 
the  budget  period.     The  classes  of  labor 
necessary  for  the  completion  of  the  manufac- 
turing program  can  be  determined  also  by 
the  use  of  the  incentive  data. 

Many  companies  have  found  it  impracti- 
cable to  put  all  the  direct  labor  operations  on 
an  incentive  basis,  day  or  hourly  rates  being 
considered  expedient  or  necessary  on  a  por- 
tion of  the  work.  The  preparation  of  labor 
estimates  under  these  conditions  is  generally 
undertaken  by  the  foremen  or  factory  man- 
agers. These  executives  are  given  a  schedule 
of  the  work  to  be  performed  in  their  depart- 
ments and,  based  on  past  operating  informa- 
tion, they  estimate  the  amount  of  each  class 
of  labor  that  will  be  necessary  for  the  com' 
pletion  of  the  production  program. 

It  is  advisable  to  furnish  either  the  per- 
sonnel department  or  the  works  manager  with 
a  copy  of  the  estimates  of  labor  requirements 
so  that  the  necessary  amounts  of  all  classes  of 
labor  will  be  available  when  needed.  When 
the  schedule  does  not  call  for  a  constant  rate 
of  production,  the  personnel  department  is 
able  to  plan  so  that  employees  may  be 
shifted  from  department  to  department  ac- 
cording to  their  needs  and  the  qualifications 
of  the  emjployees.  This  flexibility  of  labor 
aids  in  reducing  labor  turnover  and  the  cost 
incident  to  the  training  of  new  employees. 

This  practice  is  followed  by  a  Pacific 
Coast  public  utility  company  in  budgeting 
their  labor  requirements.  The  system  oper- 
ated by  this  company  requires  each  super- 


visor to  plan  for  twelve  months  in  advance 

how  many  men  he  will  require  for  each 

month  of  the  following  twelve.    This  plan' 

ning  is  done  monthly  and  previous  estimates 

are  changed  when  necessary.  The  estimates 

call  for  a  number  of  men  by  occupation — not 

merely  a  lump  number — ^and  are  submitted 

to  the  head  of  the  department  which  takes 

care  of  all  of  the  operating  employees.  These 

estimates  are  tabulated  by  divisions  and  by 

the  department  as  a  whole.    This  allows  the 

operation  of  an  exchange  of  employees  to  all 

divisions  through  this  ofiice.    The  tabulated 

figures  show  when  one  division  will  have  a 

surplus  or  when  it  will  need  help  of  a 

definite  kind.    By  comparison  it  is  possible 

to  avoid,  to  some  extent,  peaks  and  depres' 

sions  in  the  number  of  employees  by  shifting 

them  from  one  division  to  another.     It  also 

shows  the  supervisors  just  how  evenly  they 

are  spreading  out  their  work  over  a  year, 

as  each  supervisor  makes  up  a  labor  budget 

from  his  plan  of  operation. 

Planning  the  labor  budget  in  terms  of  cost 
is  necessary  for  two  reasons:  determination 
of  the  necessary  cash  requirements  to  pro' 
vide  for  payroll  disbursements,  usually  one  of 
the  largest  items  of  manufacturing  cost,  and 
predetermination  of  manufacturing  costs  and 
the  consequent  estimates  of  profit  or  loss. 
The  breakdown  of  labor  requirements  in 
terms  of  cash  may  be  made  by  either  the  pay- 
roll or  personnel  department,  but  it  should 
be  done  prior  to  the  stort  of  the  budget 
period. 

Although  indirect  labor  is  generally  con- 
sidered as  an  item  of  overhead  expense  for 
accounting  purposes,  it  is  well  to  include 
estimates  for  this  type  of  labor  in  the  labor 
budget.  The  heads  of  the  various  service  de- 
partments and  those  production  departments 
having  clerks,  truckers,  inspectors,  etc.,  as- 
signed to  them  can  prepare  an  estimate  of  the 
amounts  and  classes  of  labor  necessary  for 
the  completion  of  the  production  schedule. 
These  estimates  are  based  on  the  experience 
gained  from  past  operations  modified  with 
any  estimates  of  salary  increases  that  will  be 
made  during  the  period.  Schedules  of  in- 
direct labor  expense  should  be  flimished  the 


payroll  and  personnel  departments,  together 
with  those  for  direct  labor. 

The  preparation  of  labor  budgets,  in  com- 
panies manufacturing  to  customers'  orders, 
is  illustrated  in  the  procedure  followed  by 
the  Newport  News  Shipbuilding  and  Dry 
Dock  Company.  The  labor  budgets  of  this 
company  are  prepared  and  issued  as  soon  as 
practicable  after  an  order  for  the  construe 
tion  or  repair  of  a  vessel  is  received,  and  are 
based  upon  the  best  information  available. 
The  purpose  of  this  budget  is  to  allow  the 
preparation  of  labor  requirements  and  piece- 


work contracts.  The  budgets  are  based  on 
the  estimated  labor  which  goes  to  make  up 
the  contract  price. 

Labor  budgets  are  revised  by  this  company 
for  the  following  causes:  addition  or  omis- 
sion of  work  resulting  from  changes  under 
the  contract,  changes  in  yard  organiz^ition, 
changes  in  the  routine  of  work  from  one 
department  to  another,  and  improvement  in 
facilities.  Budgets  may  be  adjusted  between 
departments  on  the  written  recommendation 
of  a  superintendent,  giving  his  reasons  there- 
for, provided  the  total  is  not  affected. 


THE  MANUFACTURING  EXPENSE  BUDGET 


The  manufacturing  expense  budget,  as 
well  as  providing  the  financial  department 
with  an  estimate  of  the  expenses  incident  to 
the  operation  of  a  factory,  provides  an  effec- 
tive method  of  controlling  departmental 
expenses.  Companies  whose  products  are 
manufactured  to  customers'  specifications, 
and  which  do  not  operate  an  all-inclusive 
budget,  have  found  that  the  manufacturing 
expense  budget  offers  a  satisfactory  method 
of  controlling  operating  expenses.  In  organ- 
izations of  this  type  it  is  difficult,  if  not  im- 
practicable, to  forecast  sales  and  prepare  esti- 
mates of  labor  and  material  requirements. 
Manufacturing  expenses,  however,  can  be 
determined  with  a  fair  degree  of  accuracy 
from  a  study  of  past  operation  records,  and 
budgets  based  on  these  figures  will  provide 
a  cost  control  for  this  important  factor  in 
plant  operations. 

Many  organizations  manufacturing  to 
stock  find  it  difficult  to  make  sales  estimates 
and  to  budget  labor  and  material,  due  to  the 
influence  of  rapid  style  changes.  Here  again, 
the  manufacturing  expense  budget  affords 
a  method  for  controlling  departmental  ex- 
penses incurred  in  the  manufacturing  proc- 
esses. The  manufacturing  expense  budget 
has  been  used  effectively  by  several 
companies  as  the  starting  point  for  the  in- 
stallation of  a  complete  system  of  budgetary 
control. 

There  are  two  methods  in  general  use  for 
the  preparation  of  manufacturing  expense 


budgets.  One  is  through  the  use  of  pre- 
determined or  standard  burden  rates,  and 
the  other  by  the  preparation  of  estimates  of 
actual  expense,  by  accounts,  to  be  incurred 
in  the  budget  period. 

Relation  of  Standard 
Costs  to  Budgeting 

It  will  be  well  at  this  point  to  discuss 
briefly  the  relation  of  standard  costs  to  budget 
making.  Both  procedures  are  concerned 
with  making  estimates  of  costs  and  establish- 
ing the  allowances  of  money,  labor,  and 
material  that  will  be  necessary  for  the  com- 
pletion of  a  given  program.  Allowances 
under  a  system  of  standard  costs  usually  are 
expressed  in  terms  of  dollars  per  unit  of 
product  or  per  operation,  while  budget 
standards  are  the  overall  departmental  al- 
lowances for  a  given  volume  of  production. 

It  is  evident  that  standard  costs  can  be 
used  advantageously  in  the  preparation  of  a 
budget.  The  standard  cost  of  a  product  is 
that  cost  which  is  based  on  definite  specifi- 
cations with  a  fixed  allowance,  expressed  in 
terms  of  dollars,  for  labor,  material  and  over- 
head, these  allowances  being  determined 
from  average  or  normal  operating  conditions. 

The  standards  for  material  are  determined 
from  an  analysis  of  all  the  raw  materials  en- 
tering into  the  product.  The  material  cost 
allowance  is  a  predetermined  fixed  price 
based  on  market  conditions.     Temporary 
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market  changes  do  not  affect  material  stand' 
ards,  as  raw  material  inventories  are  held  at 
cost  and  any  plus  or  minus  variation  from 
the  standard  material  cost  is  absorbed  in  a 
material  variation  account. 

The  preparation  of  a  materials  budget, 

where  standard  costs  are  in  use,  becomes  a 

relatively  simple  matter.    With  the  volume 

of  production  determined  from  the  produc 

tion  schedule,  the  total  amount  of  each  prod' 

uct  to  be  fabricated  is  multiplied  by  its 

material  standard  and  the  amount  of  ma^ 

terial  and  its  allowable  cost  is  determined. 

The  material  standards  should  be  examined 

at  this  time  to  make  sure  that  there  has  been 

no  definite  change  in  market  conditions;  if 

there  has  been  a  definite  change,  the  standards 

should  be  revised  accordingly.     If  a  definite 

change  in  material  prices  occurs  during  the 

budget  period,  the  standards  should  be  re' 

vised  at  that  time  and  a  revision  made  in 

the  materials  budget  to  allow  for  this  price 

change. 

The  standard  allowance  for  direct  labor 
cost  is  the  piece  rate  per  unit  of  product 
based  on  scientific  job  analyses  made  for  each 
labor  operation.  Variations  in  labor  cost, 
due  to  the  use  of  hourly  rates,  or  task  and 
bonus  systems,  can  be  handled  through  a 
labor  variation  account.  Variations  due  to 
overtime  excess  or  to  the  training  of  new 
employees  are  handled  through  separate  ac 
counts  for  this  purpose.  The  overtime 
excess  account  and  the  breaking'in'labor  ac 
count  can  be  used  effectively  in  measuring 
the  efficiency  of  the  operating  department. 

The  preparation  of  a  direct  labor  budget 
where  standard  costs  are  used  is  similar  to  the 
preparation  of  the  materials  budget.  The 
labor  budget  standard  is  the  result  of  multi' 
plying  the  labor  standard  allowances  for 
each  product  by  the  number  of  units  to  be 
manufactured  during  the  budget  period. 
However,  as  in  the  case  of  the  standard 
materials  cost  and  the  materials  budget,  if 
basic  wage  rates  are  changed  to  meet  the  re' 
quirements  of  the  labor  market,  the  standard 
labor  costs  should  be  changed  and  a  revision 
of  the  labor  budget  made.  Changes  in  proc 
esses  and  methods  of  manufacture  will  also 


affect  the  labor  cost  and  may  necessitate 
revision  of  labor  standards  and  the  labor 
budget. 

The  Manufacturing  Expense 
Budget  and  Standard  Costs 

The  preparation  of  the  manufacturing  ex' 
pense  budget,  based  on  standard  costs  of 
manufacturing  expense,  is  not  so  simple  an 
operation  as  the  preparation  of  the  labor  and 
material  budgets.  Overhead,  unlike  direct 
material  and  labor,  does  not  vary  directly 
with  the  volume  of  production.  Therefore, 
when  standard  burden  rates  are  used  in  the 
preparation  of  an  expense  budget,  these  rates 
being  based  on  a  normal  or  average  volume 
of  production  and  for  a  normal  operating 
period,  the  resulting  budget  will  set  stancP 
ards  of  accomplishment  for  a  normal  period. 
If  the  budget  forecast  shows  an  abnormal 
condition,  the  standards  set  by  the  expense 
budget  will  more  than  absorb  the  actual 
cost  incurred.  If,  however,  the  budget  fore' 
cast  predicts  a  subnormal  condition,  the 
standards  will  not  absorb  the  actual  manu' 
facturing  expense  incurred.  In  other  words, 
for  control  purposes,  it  seems  more  logical 
to  prepare  the  manufacturing  expense 
budget  in  terms  of  the  conditions  to  be  ex' 
pected  during  the  period  under  consideration, 
rather  than  normal  conditions. 

Many  companies,  however,  have  estab 
lished  burden  rates  in  such  a  manner  that 
they  may  be  adjusted  to  various  production 
volume  levels,  thus  permitting  the  prepara' 
tion  of  a  manufacturing  expense  budget 
which  will  set  adequate  standards  for  the 
period  in  question.  Some  of  the  methods 
used  for  acijusting  burden  rates  to  the  pro' 
duction  volume  level  are  as  follows:  rate  of 
variability,  whereby  coefficients  or  per' 
centage  adjustments  are  set  up  for  different 
volumes;  estimates  of  overhead  expense  for 
the  budget  period  in  question  translated  into 
standard  burden  rates  for  that  period;  or 
charts  on  which  curves  are  plotted  showing 
the  relation  between  the  various  expense  ac 
counts  and  the  volume  of  production. 

While  standard  costs  are  used  extensively 
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♦  in  the  preparation  of  labor  and  material 
^^budgets,  the  majority  of  the  companies  in' 
eluded  in  this  study  use  departmental 
4  estimates  of  expense  in  the  preparation  of 
^  the  manufacturing  expense  budget.  Many 
*"  of  the  companies  also  translate  these  depart' 
**  mental  estimates  into  standard  burden  rates 
,^  for  the  budget  period. 
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Preparation  of  Manufaauring 
.»  Expense  Budgets 

Manufacturing  expense  budgets  are  usu' 
ally  prepared  in  two  forms,  one  for  each  of 
the  productive  departments  and  one  for  gen' 
eral  plant  expense.  Many  companies  prepare 
additional  expense  budgets  for  the  service 
departments,  incorporating  in  the  general 
plant  expense  budget  only  those  items 
that  cannot  be  directly  allocated  to  any 
department.  The  following  paragraphs  illus' 
trate  the  manufacturing  expense  budgets  of 
C.  G.  Conn,  Ltd.,  of  Elkhart,  Indiana,  and 
the  methods  employed  in  their  preparation. 

The  manufacturing  departments  are 
analysed  as  to  the  amount  of  expense  in' 
curred  during  the  past  year.  The  expense 
groups  of  the  company  are  as  follows: 

Spoilage  Labor 
Supplies 

Reclamation  Material 
Tool  Repair  Material 
cr    1  jy  r   1  Machine  Repair  Material 

I  ool  Repair  Labor  Equipment  Repair  Material 

Machine  Repair  Labor       Spoiled  Material 
Equipment  Labor 

From  the  analysis  of  these  accounts  an 
^  average  expense  per  accounting  period  is 
J  computed  and  placed  on  a  form  (Figure  2 
^  page  18)  called  an  expense  schedule.  The 
expense  schedule  is  sent  out  to  the  foremen 
who  place  on  it  their  best  estimate  of  the  cost 
necessary  for  the  operations  of  their  depart' 
°^l"  J  (or  the  next  period.     This  expense 
schedule  is  returned  to  the  cost  department 
and  reviewed  item  for  item  by  the  factory 
manager,  the  superintendent,  the  cost  ac 
count- ant  and  the  foreman  of  the  department 
in  question.    In  a  conference  of  these  four 
executives,  all  contemplated  changes  during 


Supervision 
Inspeaion 
General  Labor 
Overtime  Excess 
Reclamation  Labm 


the  next  budget  period  are  considered  and 
a  standard  expense  schedule  is  set  up  which 
is  to  stand  intact  for  the  budget  period. 
These  schedules  are  then  written  on  a  form 
OFigure  3,  page  19)  prepared  for  this  purpose. 
Five  copies  are  made,  one  for  each  of  the 
following:  foreman,  superintendent,  factory 
manager,  general  manager  of  manufacturing, 
and  cost  accountant. 

The  general  factory  expenses  of  this  com' 
pany  are  prepared  in  a  similar  manner  and  on 
a  standard  expense  schedule.  The  accounts 
and  their  sources  of  information  are  shown  in 
Figure  4  (page  20). 

These  various  manufecturing  expenses  and 
the  general  factory  expense  items  constitute 
the  total  manufacturing  expense. 

The  cost  analysis  division  of  the  cost  dc 
partment  of  this  company  has  built  up  a 
standard  cost  for  each  item  of  product.  This 
standard  is  based  on  the  piece-work  rates  and" 
the  material  used.  The  standards  are  being 
revised  constantly  to  meet  changing  methods, 
and  rates  in  use  in  the  manufacturing  depart' 
ment.  This  gives  at  all  times  the  latest 
standard  cost  of  products  manufactured. 

The  standard  burden  rate  used  by  this 
company  is  calculated  in  the  following  man' 
ner.  The  productive  labor  estimated  for  the 
year  is  totaled.  The  estimated  manufactur' 
ing  expense  for  each  department  is  added  to 
the  general  factory  expense  for  the  year,  re' 
suiting  in  an  estimate  of  total  factory  over' 
head  for  the  year.  This  total,  divided  by 
the  total  productive  labor  for  the  year,  gives 
the  amount  of  overhead  per  dollar  of  produc 
tive  labor.  The  percentage  thus  determined 
is  the  burden  rate  for  the  year  and  is  used  in 
preparing  the  standard  costs. 

A  record  of  the  products  transferred  from 
the  manufacturing  division  to  the  finished 
stock  room  is  kept,  divided  into  the  cost  of 
labor,  material,  and  overhead.  From  this 
record,  the  percentage  of  material  and  labor 
to  the  total  cost  is  determined  for  each  budget 
group  of  product.  An  excellent  control  over 
departmental  expense  is  assured  through  the 
schedules  and  the  conferences  incident  to 
their  analysis. 
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STANDARD  EXPENSE  SCHEDULE 


Acer. 
No. 


DztcKimon 


AvcRAoe  Actual  j 
Last  Year 


o 


Productive  Labor 


Supervision 


Inspection 


O 


8 


O 


o 


lO 


General  Labor 


Overtime 


Reclamation  Labor 


Tool  Repair  Labor 


Machine  Repair  Labor 


Equipment  Repair  Labor 


Spoilage  Labor 


51 


55 


57 


58 


59 


60 


Total  Labor 


Supplies 


Reclamation  Material 


Tool  Repair  Material 


Machine  Repair  Material 


Equipment  Repair  Material 


Spx)ilt  Material 


Total  Material 


GRAND  TOTAL 


Fixed 


Fluctuating 


GRAND  TOTAL 


NUMBCR 


Hours 


Rate 


Standaeo  Amount 


pea  PBKIOO 


rtft  WEEK 


Figure  2— Schedule  for  Estimating  Departmental  Expi 


ense 
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STANDARD  EXPENSE  SCHEDULE 


O 


o 


o 


Period                                                               •                    Total  Mfg.  Cost 

Acx»umt 

NUMBEK 

DEaciirnoM 

HOUE*  IN 

Standau)  Month 

Ratb 

Standako  Amount 

AMOUNT  PER  BOUK 

PEKPEKIOD 

PER  WEEK 

Productive  Labor 

I 

Supervision 

2 

Inspection 

3 

General  Labor 

4 

Overtime 

5 

Reclamation  Labor 

7 

Tool  Repair  Labor 

8 

Machine  Repair  Labor 

9 

Equipment  Repair  Labor 

1 

10 

Spoilage  Labor 

Total  Labor 

51 

Supplies 

55 

Reclamation  Material 

57 

Tool  Repair  Material 

58 

Machine  Repair  Material 

59 

Equipment  Repair  Mat£:rial 

60 

Spoilt  Material 

1 

Total  Material 

GRAND  TOTAL 

1 

Fixed 

_[ 

Fluctuating 

GRAND  TOTAL 

Figure  3 — Standard  Expense  Schedule  and  Departmental  Budget 
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ACXXDUNTNAME  '  SOURCE  OF  INFORMATION 

InsSr General  Manager  of  Manufacturing 

Spoikgc     General  Manager  of  Manufacturing 

Payroll  Department  Salaries ;::: Cost  Department  Records 

Employment  Department  Salaries :; : S^^!;?"""!  p ''°'? 

Factory  Office  ^^^^  Department  Records 

Shop  Clerks  . . '. '••  Production  Manager 

Freight  Hauling .  ^^  Department  Records 

Stockkeeping .""''. ^-^^  Department  Records 

Inventory  Expense * ' Chief  Stockkeeper 

Free  Repairs— Labor ^^^  Department  Records 

Repairs  to  Returns— Labor ^^  Department  Records 

Suggestion  Committee         ^^  Department  Records 

Cost  Department  Salaries 9^^  Department  Records 

New  Tools— Labor ^^^  Department  Records 

Factory  Stationery ..  V. b"  •\' ' '  "• ' "  V  ; .;^.  Chief  Engineer 

Scrap  Material .....       production  Manager  and  Cost  Department 

Free  Repairs — Material 9^^  Department  Records 

Repairs  to  Returns— Material ^    ^  Department  Records 

Taxes — Inventory  ^^^^^  Department  Records 

Miscellaneous  Manufacturing  Exocnse C^t  T^i^l  v'j"  *  j9^^  department  Records 

New  Tools— Material        ^    ^      ^^^  ^^^'  ^^"^'^^  ^"^  ^^"^^^  Manager  of  Mfg. 

Factory  Traveling  Expense r i  ^V ^Chief  Engineer 

Reclamation— Labor  h":'^'  -^^"^^^  Manager  of  Manufacturing 

Testing  of  Finished  Product Department  Records  and  Superintendent 

Supplies ' ^-^^  Department  Records 

Reclamation— Material S^^  Department  Records 

Building  Repairs— Labor n^l'T\""J. ,>  " '    ,     ^  Department  Records 

Sweepers  and  WatcSn^n ?^l  Department  Records  and  Maintenance  EngV 

Firemen  ^^^"^^'^ Cost  Department  Records  and  Maintenance  EngV 

Building 'Equipment'RcDaii^s— Labor' r^l  Sf^^S""^"^  ^^"''t  ^""^  Maintenance  EngV 

Taxes-R^I  K      ^  ^'  Department  Records  and  Maintenance  EngV 

Coal Cost  Department  Records 

Building  Operation  Suppiiei 2°**  Department  Records 

Building  Repairs— Material        rVei- iv.' ' ': « "  * " ' ,     ^  Department  Records 

Depreciation  ... . .   .  ; ^^  Department  Records  and  Maintenance  EngV 

Building  Equipment  Reoairs— Material rVci-'Al'  "i «' ' "  "9^^  Department  Records 

Machine  Repair-Lab^^  ?^'  Department  Records  and  Maintenance  EngV 

Equipment  Repair-^bor St  ^^^T'""'  o'"^'?  ""^  Maintenance  EngV 

TVuck  Supphes !^ ^'  Department  Records  and  Maintenance  EniV 

Machine  Repairs— Material rvU'nl^"  ,: « " '  *  "9^^  Department  Records 

Equipment  Repairs-Srial Sj  ^l^T^""'  p"^'"^  ""1  Maintenance  EngV 

T^x^-MachSiery . .  ^^  Department  Records  and  Maintenance  Enfv 

Depreciation— Machinery ^^  Department  Records 

Depreciation — Equipment S^^  Department  Records 

Taxes — Equipment S°®^  Department  Records 

Engineering  Salaries ^  Department  Records 

Engineering  Supplies Chief  Engineer 

Gas Chief  Engineer 

Electricity Cost  Department  Records 

Experimental  Labor. . .    p ■  •  •  •  •  Cost  Department  Records 

Experimental  Materials         jxpenmenta  Engineer  and  Cost  Department 

Shipping  Expense '.*.'. ". lixperimental  Engineer  and  Cost  Department 

Shipping— Miscellaneous .......[ Cost  Department  Records 

Shipping  Supplies .' ' Cost  Department  Records 

Cost  Department  Records 

riGUKB  ^-Schedule  oi  General  tacuny  Expense  Account 

ao 
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Budgeting  Overhead  in  a  Company 
Manufacturing  to  Customers 
Specifications 

The  budget  of  overhead  expense  used  by 
the  Doehler  Die  Casting  Company  of  New 
York  is  illustrative  of  the  manner  by  which 
these  expenses  can  be  controlled  in  a  com' 
pany  whose  products  are  manufactured  to 
customers'  specifications.  It  also  illustrates 
the  use  of  standard  burden  rates  adjusted  on 
a  sliding  scale  for  varying  volumes  of  pro- 
duction. 

The  business  of  this  company  is  greatly 
affected  by  periodic  fluctuations  in  each  of 
the  principal  products  manufactured,  due  to 
such  causes  as  new  models,  new  inventions, 
seasonal  variations,  business  depressions  and 
the  fact  that  no  two  customers  use  the  same 
products.  For  these  reasons,  only  the  over- 
head  expenses  of  the  various  manufacturing 
departments  are  budgeted. 

The  budget  is  based  on  the  expected  pro- 
duction but  is  adjusted  to  actual  production, 
and  a  monthly  comparison  of  actual  expenses 
with  the  adjusted  budget  is  made  up  and 
given  to  the  plant  managers  with  the  com- 
ments  of  the  General  Manager.  The  basic 
budget  IS  adjusted  through  the  use  of  rates 
of  variability  which  have  been  assigned  to 
each  item  of  expense. 

The  amount  of  adjustment  of  each  item  in 
the  budget  is  found  by  multiplying  the  rate 
of  vanabiHty  by  the  percentage  increase  or 
decrease  in  actual  production  above  or  below 
the  estimated  production.  The  comparison 
is  made  at  the  end  of  each  month  and  each 
individual  item  of  expense  is  compared  with 
the  budget  allowance  of  that  item  after  ad- 
justment.  The  average  rate  of  variability  for 
the  two  major  groups  of  expense,  non-pro- 
ductive  labor  and  supplies,  is  also  calculated 
tor  each  department,  these  rates  being  used 
by  each  plant  in  adjusting  their  basic  budget 
eadi  week  for  immediate  comparison  with 
and  control  of  actual  expense. 

An  example  of  this  procedure  is  given  in 
figure  5  on  the  following  page.  The  figures 
given  in  the  illustration  are  fictitious  but 


they  will  serve  to  illustrate  the  procedure  in 
use.  The  budget  has  been  set  up  for  a 
monthly  production  of  4,000  hours,  which 
was  the  average  production  expected  during 
the  year.  In  January,  the  actual  production 
was  6,000  hours,  or  an  increase  of  50  per 
cent,  above  the  expected  production.  There- 
fore,  the  expenses  which  increased  in  direct 
ratio  to  production  (those  marked  100  per 
cent,  variability)  are  expected  to  increase  50 
per  cent,  over  the  original  budget.  The 
other  items  are  not  expected  to  increase  in 
direct  ratio  to  production,  but  only  to  the 
extent  of  the  rate  of  variability  shown. 

For  example,  the  item  of  compressor  ex- 
pense shows  a  variability  factor  of  20,  and  it 
is  expected,  therefore,  that  this  item  of  expense 
will  only  increase  20  per  cent,  of  50  per  cent, 
or  10  per  cent.  The  items  of  depreciation, 
insurance  and  taxes,  have  a  2;ero  rate  of  varia- 
bility and,  therefore,  remain  fixed  regardless 
of  the  volume  of  production. 

In  February,  the  example  shows  that  the 
actual  production  was  3,000  hours,  or  25  per 
cent,  below  the  expected  production.  The 
Items  with  a  rate  of  100  per  cent,  variability 
show  a  decrease  of  25  per  cent,  from  the 
original  budget.  However,  the  item  of  power, 
for  example,  shows  a  rate  of  variability  of 
50  per  cent,  and  it  is  expected  that  the  power 
cost  will  drop  only  50  per  cent,  of  25  per  cent 
or  12.5  per  cent. 

The  rate  of  $1.30  per  hour  is  the  standard 

J  r     ^V^  ^°^  ^^^  department  illustrated 
and  for  the  year  under  consideration.    The 
differences  between  the  adjusted  budget  and 
the  absorbed  burden  (actual  hours  multiplied 
by  $1.30)  are  transferred  to  a  Reserve  for 
Unabsorbed  Burden  Account,  since  they  rep- 
resent losses  and  gains  due  to  actual  produc- 
tion being  less  or  greater  than  the  budgeted 
production.     Debits  accumulating  in  this 
account  during  months  when  actual  produc- 
tion is  less  than  budgeted  are  expected  to  be 
offset  by  credits  during  months  when  it  ex- 
ceeds the  budget.    Differences  between  the 
actual  expenses  and  the  adjusted  budget  are 
taken   into   the   operating   results   for   the 
month,  since  they  are  the  difference  between 
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DEPARTMENT 
FOREMAN 


eXPCNSe  ACCOUNTS 


EXPENSE  ANALYSIS  YEAR 


ESTIMATCD 
BASIS 


VARIA- 
BILITY 


KoB.-Prod.   Wto»> 


8up«rTl»or* 

01*  MalntcDuie* 

Iqulpaairt  Malniraaae* 

Cl«rk 

DiMouni  «  RM«t  for  R«p«ira 


Total  NoB.Prod.  «■«•■ 
Rat*  par  Hour 


Suppllaa 


Olo  Maiataaaaeo  SiippUao 

Squlp.       "  •• 

Pota 

Cooaanaeka 

Oloraa 

Noislaa 

Total  Snpplias 

Rata  par  Hour 


Sharao 


Powar 
Cot^resaer 
Total  Sbaraa 
Rata  par  Hew 


Pijwd  Charn»f 
Dapraeiatloa 
Inauraaea 
Twi 

Total  rixad  Cbargaa 
Rata  par  Hour 


grand  Total 

Productira  Rowt 
Rata  par  Hour 

▼arianea  ia  Produotloa 


433 

400 
1250 
417 
125 
175 

2800 
700 


25 
325 
250 
400 
100 
100 
1200 
300 


uo 

490 
600 
150 


534 

11 

55 
<00 

150 

5200 
4000 

#1.30 


IT 


ao 

100 
85 
50 

100 

77.2 


100 
85 
100 
100 
100 
100 
95.9 


50 

20 

25.  5 


o 

TOTAL 


6«.7 


Figure  ^—Expense  Analysis  and  Budget  Comparison 


what  the  expenses  actually  were  and  what 
they  should  have  been. 

The  average  rate  of  variability  for  non-pro' 
ductive  wages  is  77.2  and  for  supplies  95.9. 
By  means  of  these  rates  the  factory  account' 
ants  calculate  weekly  the  adjusted  budget 
for  these  two  groups  of  expenses  in  total 
only  for  comparison  in  their  weekly  summary 
of  expense.  The  factory  executives  also  have 
copies  of  the  original  budget  showing  the 
rates  of  variability  so  that  at  any  time  they 
may  calculate  the  allowances  for  any  par- 
ticular item  of  expense  for  the  production 
scheduled  for  the  following  day  or  week. 

At  the  end  of  each  month,  a  detailed  re- 
port  is  made  up  showing  how  the  actual  ex' 
penses  compared  with  the  adjusted  budget 
on  each  item  of  expense. 
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Other  Forms  of  Manufacturing 
Expense  Budgets 

Graphic  charts  showing  the  relationship 
between  expenses  and  production  volume  are 
used  by  the  Norton  Company  of  Worcester, 
Massachusetts,  in  their  system  of  budgetary 
control.  The  procedure  of  this  company  will 
be  explained  more  flilly  in  the  section  de- 
voted  to  comparison  of  actual  and  budgeted 
accomplishment. 

The  American  Writing  Paper  Company  of 
Holyoke,  Massachusetts,  has  established 
burden  rates  which  vary  with  the  volume  of 
production.  The  various  items  of  burden 
expense  are  compared  with  standards  which 
are  termed  ^^  bogies."  These  bogies  have 
been  worked  out  through  experience  and 
vary  with  production,  with  the  exception  of 
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such  relatively  fixed  items  as  taxes,  insurance 
and  depreciation. 

The  service  departments  of  Eli  Lilly  6? 
Company  such  as  boiler  and  engine  room, 
machine  shop,  laundry  and  hospital,  are  budg' 


eted  directly  and  their  expense  compared 
monthly  with  their  budget.  In  preparing 
budgets  for  these  departments  of  indirect 
expense,  estimates  are  made  for  labor,  sala- 
ries,  supplies,  fixed  and  prorated  charges. 


METHODS  OF  CONTROL  FOR  PLANT  AND  EQUIPMENT 

EXPENDITURES 


Although  the  control  of  capital  expendi- 
tures  for  plant  and  equipment  is  a  function  of 
the  general  management  of  an  organization, 
the  necessity  for  these  expenditures  is  largely 
dependent  upon  the  production  program.  In 
planning  for  the  enlargement  of  production 
facilities,  it  is  usually  necessary  to  plan  for  a 
longer  period  of  time  than  that  included  in 
the  budget  period. 

In  deciding  to  purchase  or  lease  additional 
plant  and  equipment  facilities,  the  executives 
of  a  manufacturing  enterprise  will  be  largely 
concerned  with  one    question:  "Will  the 
probable  return  on  the  investment  be  suffi' 
cient  to  justify  the  expenditure?"  It  is  neces' 
sary  to  form  some  estimate  as  to  the  volume 
of  production  and  the  probability  of  profit- 
ably  using  the  equipment  over  a  period  of 
years.     The  volume  of  business   over  that 
period  should  be  suflicient  to  indicate  that 
the  proposed  equipment  will  have  a  produc- 
tive use  throughout  its  normal  life,  and  that 
the  savings  incurred  through  the  use  of  the 
equipment,  assuming  that  it  is  for  replace- 
ment purposes,  will  allow  the  machine  to  pay 
for  itself  during  that  time. 

Capital  expenditures  for  plant  and  equip- 
ment are  usually  confined  to  additions  and 
replacements.  Repairs,  which  include  cur- 
rent expenditures  on  the  upkeep  of  the  exist- 
ing property,  are  considered  as  an  item  of 
overhead  and  are  controlled  through  the 
manufacturing  expense  budget.  The  costs  of 
additions  and  replacements  are  charged  to 
plant  and  equipment  accounts,  and  are  even- 
tually charged  to  expense  by  writing  off  depre- 
ciation based  on  estimated  life. 

Several  companies  reporting  their  practice, 
control  capital  expenditures  by  having  all  dis- 
bursements for  new  equipment,  replacements 
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or  alterations  over  a  fixed  nominal  amount, 
usually  $100,  receive  executive  approval. 
Means  are  provided  for  adding  the  deprecia- 
tion on  such  additions  to  fixed  assets  to  the 
expense  budget  upon  completion  of  the  pur- 
chase or  lease. 

Capital  expenditures  of  The  Jeffrey  Manu- 
facturing Company  of  Columbus,  Ohio,  are 
controlled  in  this  manner.  Expenditures  are 
authori2;ed  only  upon  evidence  that  the  sav- 
ing in  operation  costs  will  be  equal  to  the 
purchase  cost  within  a  period  of  three  years. 
Expenditures  for  semi-durable  tools  are  in- 
cluded in  the  expense  budget;  expenditures 
for  jigs,  fixtures  and  miscellaneous  factory 
equipment  are  set  up  as  suspended  expense 
distributed  over  a  three-year  period. 

Executive  approval  is  required  for  capital 
expenditures  made  by  the  Canada  Dry  Gin- 
ger Ale,  Inc.,  of  New  York.  Estimates  for 
the  necessary  additions  to  plant  and  equip- 
ment are  made  at  the  beginning  of  the  budget 
period  and  depreciation  for  these  items  is 
added  to  the  departmental  burden 
budgets. 

Several  companies  report  plant  and  equip- 
ment budgets  developed  for  the  control  of 
capital  expenditures.  This  budget  provides 
an  analysis  of  new  equipment  needed  during 
the  budget  period,  the  cost  thereof,  when 
needed,  the  cost  of  equipment  to  be  disposed 
of  during  the  period,  the  time  of  disposal,  and 
the  estimated  revenue  from  this  disposal. 
The  financial  executive  is  thus  afforded  an 
estimate  of  the  receipts  and  disbursements 
resulting  from  physical  changes  in  fixed  assets 
during  the  budget  period. 

The  capital  expenditures  of  the  American 
Sales  Book  Company,  Ltd.,  of  Elmira,  New 
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York,  are  budgeted  in  two  sections  and  cover 
the  period  of  one  year: 

1.  Plant  and  Equipment. 

2.  Office  Furniture  and  Fixtures. 

At  the  beginning  of  each  fiscal  year,  the 

Factory  Superintendent  lists  in  detail,  on  the 

form  provided,  anticipated  plant  and  equips 

ment  expenditures  showing  the  approximate 

purchase  price  of  each  item.    This  forecast, 

when  passed  by  the  Manufacturing  Division 

Sub^IJommittee,  is  referred  to  the  General 

Manager  and  later  submitted  to  the  Engineer^ 

ing  Committee  for  approval.    This  forecast, 

when  approved  by  the  Engineering  Com' 

mittee,    is   forwarded    to    the   Budget 

Committee  for  their  approval. 


Duplicate  blank  forms  provided  specially 
to  record  proposed  purchases  of  office  fumi' 
ture  and  fixtures  are  sent  to  the  various 
department  heads  prior  to  the  start  of  the 
budget  period.  Each  department  head  fills  in 
the  form,  sending  the  original  to  the  Budget 
Officer  and  retaining  the  duplicate  for  his 
records.  The  Budget  Officer  summarizes  these 
estimates  and  submits  the  summary  to  the 
Administrative  Division  Subcommittee. 

The  capital  expenditures  budget  of  the 
B.  F.  GJoodrich  Company  of  Akron,  Ohio,  is 
prepared  for  each  fiscal  year.  This  budget 
is  divided  into  three  sections,  one  being 
prepared  for  additions  to  plant,  one  for 
machinery,  and  one  for  molds. 


COMPARISON  OF  ACTUAL  AND  BUDGETED  ACCOMPLISHMENT 

Budgetary  control  has  been  defined  as  the 
application  of  a  systematic  method  of  gather^ 
ing  information  from  the  past  and  present, 
formulating  on  this  basis  plans  for  the  future 
and,  subsequently,  reporting  to  what  extent 
these  plans  have  been  carried  out.  This  re- 
port, thus  far,  has  been  confined  to  a  study  of 
the  first  phase  of  budgetary  control,  the 
assembling  of  facts  on  which  to  build  a  plan 
of  operation. 

The  second  phase  of  budgetary  control, 
the  comparison  of  results  of  operations  with 
the  plan  based  on  the  facts  assembled,  will 
enable  the  management  to  determine  how 
closely  the  formulated  plans  are  being  ob- 
served by  the  operating  executives.  Varia- 
tions can  be  investigated  immediately.  In- 
vestigations will  disclose  one  of  two  condi- 
tions, either  the  facts  used  in  determining  the 
program  of  operations  were  incorrect,  or  the 
management  has  not  been  operating  as  effi- 
ciently as  possible.  In  either  case,  variations 
from  the  budget  will  indicate  certain  difficul- 
ties that  should  be  remedied. 

Frequency  of  Review 

Comparison  of  budgeted  and  actual  accom- 
plishment is  made  periodically  by  the  ma- 
jority of  institutions  using  budgetary  proce- 


dure in  the  control  of  operations.  If  a  study 
of  the  variations  between  actual  and  budg- 
eted expenses  indicate  that  the  facts  used  in 
the  preparation  of  the  budget  were  incorrect, 
it  is  the  general  practice  to  make  revisions  in 
the  budget  estimates  and  allowances  for  the 
balance  of  the  budget  period  in  accordance 
with  the  new  facts  as  presented.  The  number 
of  times  during  the  budget  period  that  the 
estimates  and  schedules  are  reviewed  and  re- 
vised depends  somewhat  on  the  length  of  the 
accounting  period  and  the  stability  of  busi- 
ness. The  most  common  practice  in  those 
companies  using  an  annual  budget  is  to 
review  the  actual  perfonnance  and  make 
comparisons  with  the  budget  at  the  end  of 
each  monthly  or  four-week  period.  Several 
organizations,  especially  those  in  non-seasonal 
industries  and  whose  budgetary  experience 
in  the  past  has  been  particularly  satisfactory, 
review  the  budget  quarterly. 

Method  of  Comparison 

Budget  comparison  is  generally  accom- 
plished by  arranging  for  periodical  reports  on 
which  the  actual  costs  of  operation  are  hsted 
and  compared  with  budget  allowances,  using 
the  same  plan  of  classification  of  accounts  35 
on  the  ongmal  estimate  forms.  These  reports 


DEFT. 


OVERHEAD  EXPENSE  BUDGET 

NO.  %  ADJ. 


MONTH 


Account 


O  LABOR 

10  Salaries  and  Wages — ^Executive. 

11  Salaries  and  Wages — Clerical. . . 
la  Indirect  Labor 

13  Conferences 

14  Attendance  Bonus 

ly  Overtime  Bonus 


Month 


Adjusted  Budget   n    Actual  Expente 


REPAIRS 

10  Buildings 

ai  Machinery  and  Equipment. . . . 
aa  Punches,  Dies,  Gauges,  etc. . . . 
a4  Defective  or  Damaged  Product . 
a5  Scrap  Material  and  Reclaiming. 


TOOLS 

vj  Moulds 

a8  Patterns 

30  Small  Tools — Purchased. . . 
ja  Punches,  Dies,  Gauges,  etc. 
33  Sample  Instruments 


Ybak  to  Date 


Red — Exp.  Over 


Adjusted  Budget        Actual  Expend        BhS^."  Und^ 


SUPPUES 

35  Entering  into  Mfg.  Product. . . 

36  General — Not  Used  in  Mfg. . . 

37  Electrical  Sup.  and  Wiring. . . , 

38  Light  and  Power  Purchased. . . 

39  Coal  and  Water 

41  Stationery,  Stamps  €?*  Printing . 


MISCELLANEOUS 

43  Freight,  Express  6?  P.  P 

44  Telephone  and  Telegraph. ... 

4  J  Traveling  Expense 

46  Interviews 

48*50  Council 

51  Vocational  Training 

54  Association  Dues 

60  General  Expense 

64  Legal  and  Professional  Service. 

65  Catalogues  and  Directions 

69  Journal  Advertising 

75  Development  Expense 

77  Truck  Exp>cnse 

78  Test  or  Tool  Rooms 


O  APPORTIONED 

80  Building  Expense 

81  Employees'  Welfare 

90  Fixed  Charges 


99  Departmental  Credits . 


Total. 


Productivb  Labor  . 


Leeds  ^  Nortkrup  Co.  Fwrn  453 


Figure  6 — Overhead  Expense  Schedule  and  Budget  Comparison 
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Form  824 


O 


Cost  Unit 

^^*P* Month. 

Stand.  Yield  on. ^ 

Actual  Yield  on « 

Stand.  Yield  on J* 

— vo 

Actual  Yield  on or 


o 


P«x>duction. 

Capacity 

Stand.  Prod 

Dept.  Operation _  » 

Factory  Operation % 


70 


Matekiau 


Total 


Cuotn 


Total 


Nit 


Standakd 


Per  Unit 

of 

Prod. 


Duect  Ezpznu 
Wage. 

Salarie* — ^Prod.  Supt. 
Salaritt— Chemist 
Power,  Light  and  Heat 
Repairs — Minor 
Repairs — Major 
Maintenance 
Water— City 
Water— Well 
Fuel 

Refrigeration  and  loe 
Filters 
Supplies 
Laboratory 

Expense  to  Finish  Operatfan» 
Total 


Indikect  EzpcNsa 

Building  Expense 
Taxes 

Insurance 

Depreciation 

General  Office 

Factory  Office  and  Supt. 

Warehouse  Expense 

Yard  and  Misc.  Expense 

Purchasing  aiid  Traffic  Expense 

Expense  to  Finish  Operations 


Allowance 

for  Total 

Production 


Actual  Cost 


Quantity 
Used 


Std.Purch. 

Price  per 

lb.  or  Gal, 


Amoumt 


VAtlATlONS 


Loss 


Gain 


Total 


Total  Pkoductiow  Cost 


Selling,  Administeativb  awd  Shippino 

Sales 

Packing  Expense 

Trucking  and  Shipping  Expense 

Direct  Selling  Expense 

General  Selling  and  Administration 


Total 


Total  Cost 


Total  Investubnt 
Mach.  and  Equip. 
Depreciation  Reserve 
Replacement  Reserve 
Replacement  Charges 
Irtsullation  Charges 
Dismantling  Credits 


DEPAanoNT  Stock 
Standard 
First  of  Month 
Last  of  Month 

.      FimsBEo  GooM 
Standard 

First  of  Month  I 

Last  of  Month  I 


Unit  Cost  Vauations 
TiansTd  Material  Cost 
Raw  Material  Cost 
Material  Used 
By-Producte 
Direct  Expense 
Indirect  Expense 


TOTAt 


J 


Figure  8~Monthly  Standard  Cost  Comp, 
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usually  contain  a  column  for  the  budget 
estimates,  a  column  for  actual  results,  and  a 
column  for   variations   between   the   two, 
expressed  either  in  dollars  and  cents,  per' 
centages,  or  both.  It  is  also  customary  to 
have  a  similar  comparison  for  the  year  to  date. 
Figure  6  (page  25)  illustrates  the  form  used 
by  Leeds  and  Northrup  Company  of  Phila^ 
delphia,  for  making  a  monthly  comparison 
between  the  budget  and  actual  departmental 
expense.  It  will  be  observed  that  in  this 
particular  instance,  the  budget  includes  ap- 
portioned  expense  as  well  as  those  expenses 
incurred  directly  by  the  department.  This 
form   also   illustrates    the    use    of  factory 
accounts  in  preparing  the  budget. 

Figure  7  (page  26)  shows  the  standard  and 
actual  expense  and  variation  analysis  used  by 
the  Monsanto  Chemical  Works  of  St.  Louis. 
On  this  sh.  2t  will  be  found  a  sunmiary  of  the 
departmental  comparisons  between  actual 
and  standard  expense.  The  total  actual  and 
standard  expense  for  each  department  is  given 
together  with  the  total  variation  and  the  per 
cent,  variation  of  actual  to  standard.  Varia' 
tions  between  actual  and  standard  for  the 
itemized  expenses  of  each  department  are 
shown  on  this  form  by  a  percentage  figure. 
Thus  the  management  have  presented  to 
them  on  one  sheet  the  total  variations  of  each 
department  and  the  accounts  in  which  these 
variations  occur. 

The  figures  from  which  this  variation 
analysis  is  prepared  are  obtained  from  Figure 
8  (page  27),  the  monthly  standard  cost  com- 
parison  of  each  product.  The  operations  of 
the  Monsanto  Chemical  Works  are  divided 
by  departments,  each  article  being  produced 
in  a  separate  department,  although  occasion^ 
ally  two  products  are  made  simultaneously 
in  one  operation.  Thus  the  standard  cost 
comparison  for  a  product  becomes  the  cost 
comparison  for  a  department.  By-products 
of  value  in  an  operation  are  credited  on  the 
cost  comparison,  and  are  charged  to  some 
other  department  as  raw  material  if  they  are 
so  used. 

Figure  9,  opposite,  illustrates  the  schedules 
used  by  The  Fairbanks  Company  of  New 
York   for  comparing  actual  and  budgeted 


performance.  This  form  compares  the  actual  t 
expenditures  with  the  budget  for  all  raw 
material  used  in  the  Brass  Valve  Division.  "' 
The  accumulated  actual  and  budgeted  ex' 
penses  for  the  year  to  date  are  also  compared  ' 
on  this  form.  Figure  10  is  used  for  comparing 
all  the  departmental  expenses  for  each  de- 
partment that  are  controlled  by  the  foreman. 
The  actual  and  budgeted  expenses  for  the 
budget  period  and  the  year  to  date  are  com- 
pared by  department  and  in  summary  form. 
Figure  1 1  shows  the  factory  and  administra- 
tive department  expenses  controlled  by  the 
management.  Comparisons  are  made  in  the 
same  manner  as  on  the  other  forms.  Figure 
(page  30)  is  a  summary  of  the  cost  of 


a8 


12       ^^        ^  ^_, y 

manufacturing.  It  is,  in  eSect,  a  summary  of 
the  three  previous  forms  and  shows  the 
profit  or  loss  for  the  year  to  date. 

Use  of  Graphic  Charts  for  Comparison 

Graphic  charts  are  sometimes  used  in  con- 
junction with  statistical  analysis  for  compare 
ing  actual  and  budgeted  performances.  Al- 
though the  determination  of  actual  results  in 
dollars  and  cents  is  more  difficult  on  a  graph, 
variations  and  trends  can  be  visualized  more 
rapidly  with  a  consequent  saving  of  time. 

The  Norton  Company  has  established  for 
every  expense  account  of  every  department, 
including  administrative,  service  and  produc- 
tive, a  chart  similar  to  Figure  13  (page  31). 
For  the  productive  departments  the  abscissa 
is  the  production  for  that  department  meas- 
ured in  terms  of  dollars  of  list  value.  The 
ordinates  are  the  dollars  of  expense.  The 
curve  represents  the  budgeted  allowance  for 
that  particular  expense  item  for  each  dollar 
of  sales.  At  the  beginning  of  a  quarter,  the 
planning  department  estimates  the  produc- 
tion for  each  department  in  terms  of  dollars 
of  list  value.  This  is  turned  over  to  the  budg- 
etary control  department  which,  by  finding 
the  corresponding  amount  on  each  expense 
chart  for  that  volume  and  following  up  the 
ordinate  to  the  curve,  determines  the  allow 
able  expense  for  that  item.  Additional  allow- 
ances ^e  made  when  necessary  to  assure 
most  efficient  operation  of  that  department. 
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At  the  end  of  each  quarter  the  results  are  Report  of  Budget  Accomplishment 
plotted  on  the  graph  and  all  variations  over 
the  curve  must  be  accounted  for.  These 
quarterly  results  are  plotted  as  points,  but 
are  not  drawn  in  as  curves.  Monthly  and 
quarterly  the  same  results  are  entered  in  a 
ledger  in  which  actual  and  budget  accom- 
plishments are  compared.  The  operating 
report  for  the  management  is  made  up  from 
the  figures  shown  in  this  ledger. 
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Actual 
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Date 
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A  report  of  budget  accomplishment  .^ 
submitted  to  the  head  of  each  department 
in  the  Norton  Company  in  the  form  shown 
in  Figures   14  and  15   (pages  32  and  33). 
These  are  combined  in  the  form  of  a  book- 
let and  are  reviewed  by  the  works  manager, 
the     budgetary    control    department,    the 
methods  department,  the  general  foreman, 
assistant  foreman,  and  the  departmental  fore- 
man.   In  the  department  whose  budget 
report  is  illustrated,  the  production  and 
direct  labor  are  shown  in  dollars  for  each 
period  and  compared  with  averages  of 
past  years.  The  ratio  of  direct  labor  to  in- 
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THE  FAIRBANKS  CCUPAMT 
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Parlod  ended  March  25,  1930 
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Departmental  and  Factory  Overhead 
Schedules  and  Budget  Comparison 
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Figure  i2~Summary  of  Cost  of  Manufacturing 


direct  labor  is  also  shown  in  the  same  manner 
Graphs  are  shown  to  each  department  head 
for  the  major  items  of  expense  in  his  depart- 
ment. 

On  the  Department  Budget  and  Expendi- 
ture  Report  which  accompanies  this  graph 
aU  Items  of  expense  are  recorded.  There  are 
two  costs  worked  out  on  a  standard  basis 
trom  the  figures  derived  from  the  charts  of 
expenses.  The  first  cost  is  figured  at  standard 
for  the  estmiated  production  tor  the  quarter 
the  second  for  the  actual  production  figure 
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for  the  quarter  at  standard.  The  actual 
expenses  are  figured  for  each  of  the  three 
periods  in  the  quarter  and  are  totalled  at  the 
end  of  the  quarter  and  compared  with  the 
standard  cost  for  actual  production. 

In  a  report  of  this  kind  there  are  two  kinds 
of  variation  which  must  be  accounted  for. 
The  first  IS  the  difference  between  actual 

tei  hTh  if"^  ^l^"^^  production  in 
terms  of  dollars.  The  responsibility  for  this 
variation  hes  between  the  planning  d^pT 


ment  and  the  foreman,  and  can  be  determined 
by  checking  the  production  orders.  The 
second  variation  is  between  the  actual  costs 


of  actual  production  and  the  standard  costs  of 
actual  production.  The  responsibility  for 
these  expenses  belongs  to  the  foreman. 


INCENTIVE  SYSTEMS  FOR  SECURING  BUDGET 

ACCOMPLISHMENT 


The  majority  of  wage  incentive  systems 
for  securing  budget  accomplishment  are  a 
part  of  the  general  wage  incentive  plan 
rather  than  being  set  up  merely  to  interest 
the  executives  in  watching  costs.  Many 
executives  feel  that  it  is  far  more  profitable  to 
use  a  method  of  wage  payment  that  will 
assist  the  department  heads  in  developing 
their  managerial  ability  and  help  them  to 
become  better  all-around  executives,  rather 
than  expense  watchers  exclusively. 

Since  all  manufacturing  costs  can  be  divided 
roughly  into  three  classes,  labor,  material,  and 
overhead,  it  may  be  well  to  discuss  briefly 
how  incentives  may  aid  in  securing  budget 
accomplishment  for  these  three  costs. 


Vs/^age  Incentives 

One  method  for  keeping  within  the  budget 
allowance  for  direct  labor  is  by  the  use  of  a 
system  of  wage  incentives  for  employees 
engaged  in  the  manufacture  of  the  product. 
When  the  production  schedule  has  been  set, 
it  is  a  simple  matter  to  determine  the  labor 
costs  by  multiplying  the  number  of  oper- 
ations  to  be  performed  by  their  respective 
rates.  Of  course,  the  cost  of  breaking  in  new 
men  and  the  overtime  excess  will  have  to  be 
determined  and  added  to  the  cost,  but  the 
incentive  offered  will  have  a  strong  tendency 
to  keep  the  labor  cost  within  the  budgeted 
amount. 


Dir^ei  Labor 
Allowance 
$  13.000 


PRODUCTION- DIRECT  LABOR  CURVE 
Depa  rtment 


$1,000,000^ 


'$2,000,000 


$3,000,000' 
Production  Dollars  —Liat  Value  — 


'$4,000,000 


Figure  13 — Direa  Labor  Allowance  for  Varying  Volumes  of  Production 
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Figure  15-Rcport  of  Budget  AccomphshmcntS^cond  Page 


Foremen  s  Bonus 

A  bonus  for  foremen  is  also  beneficial  in 
keeping  the  labor  costs  within  the  budget 
allowance.  This  is  particularly  true  in  those 
departments  where  the  foreman  is  allowed 
to  use  his  discretion  as  to  whether  a  job 
should  be  done  on  a  piece  work  or  day  rate 
basis.  It  is  also  helpflil  in  influencing  the  fore- 
man  to  keep  his  necessary  indirect  labor  such 
as  infection,  clerical,  supervision,  trucking 
etc.,  down  to  an  absolute  minimum.  Other 
factors  considered  by  a  large  metal  working 
plant  m  paying  a  foreman^s  bonus  are  super- 
vision  of  labor  turnover,  attendance,  acci-  ' 
dents,  health  and  welfare.  It  is  evident  that 
all  these  factors  play  a  large  part  in  the  cost 
of  labor,  and  the  payment  of  a  bonus  to  a 
foreman  to  reduce  these  expenses  will  be 
of  assistance  in  maintaining  the  labor  budget. 
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Sluality  Bonus 

The  control  of  material  costs  per  unit  of 
finished  product  is  aided  by  the  use  of  quality 
arid  waste  material  bonuses.  Although 
bonuses  of  this  type,  paid  to  productive  em- 
ployees,  are  occasionally  found  in  industry 
they  are  more  generally  restricted  to  foremen 
and  superintendents.  In  general,  most  wage 

?W  !f  '^'^T'  '''^'  ^^^  production 
standards,   with  quality  and  Waste   being 

taken  care  of  by  fixing  a  definite  percentage  o? 
amount  of  money  by  which  the  prodS 
bonus  IS  decreased  if  the  specified  quah?y 
standards  are  not  maintained 

thit  t^^^'^'''^^  ^°  '^^^^  ^'^  this  connection 
that  m  a  recent  survey  conducted  by  the 
Natioiul  Industrial  Conference  Board  o^f  1% 

plants  with  693  participating  employees  u^d 
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a  bonus  for  prevention  of  waste,  and  only 
eight  plants  with  9,589  participating  workers 
used  a  bonus  on  improved  quaHty.  Although 
this  same  survey  showed   that  only  four 
plants  out  of  seventy-seven  paid  a  supple- 
mentary  bonus  to  supervisors  for  improved 
quahty  and  three  for  prevention  of  waste 
twenty-seven  paid  a  bonus  to  their  super- 
visors based  on  general  merit.  The  greater 
part  of  these  twenty-seven  general  merit 
plans  mcluded  factors  based  on  maintaining 
standards  of  quahty  and  prevention  of  waste 
Tbs  general  merit  bonus,  as  a  rule,  is  an 
award  for  a  combination  of  meritorious 
achievements,  which  can  be  definitely  mea- 
sured  although  some  companies  pay  it  out 
of  net  profits  for  general  accomplishments. 

I  Bonus  for  Control  of  Overhead  Expense 

Ln!!c^¥  ''°''^l°^  °^  overhead  expenses  a 
I  bonus  plan  can  be  tied  into  the  plan  of  budg- 
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etary  control.  Such  a  bonus  plan  is  usually 
limited  to  foremen  and  executives.  In  an- 
other survey  made  by  the  National  Industrial 
Conference  Board  of  33  companies  in  which 
there  were  427  executives  participating  in 
bonus  programs,  only  one  had  a  definite 
bonus  plan  for  savings  between  budgeted 
and  actual  expenditures.  However,  24  had 
bonus  plans  based  on  general  merit  which  in 
some  instances,  included  the  accomplishment 
of  the  budgetary  program. 

The  Fitter  Dental  Manufacturing  Com- 
pany of  Rochester,  New  York,  has  developed 
a  bonus  plan  in  connection  with  its  budget 
of  factory  overhead.  The  budgeting  of  fac- 
tory overhead  expense  is  done  to  give  a  closer 
check  on  this  expense  and  to  determine  as 
closely  as  possible  what  this  expense  should 
be.  Overhead  is  made  up  of  four  elements 
—indirect  labor,  supplies,  scrap,  and  fixed 
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Figure  14— Report  of  Budget  Accomplishment— First  Page 


Foremen  s  Bonus 

A  bonus  for  foremen  is  also  beneficial  in 
keeping  the  labor  costs  within  the  budget 
allowance.  This  is  particularly  true  in  those 
departments  where  the  foreman  is  allowed 
to  use  his  discretion  as  to  whether  a  job 
should  be  done  on  a  piece  work  or  day  rate 
basis.  It  is  also  helpful  in  influencing  the  fore- 
man to  keep  his  necessary  indirect  labor  such 
as  inspection,  clerical,  supervision,  trucking, 
etc.,  down  to  an  absolute  minimum.  Other 
factors  considered  by  a  large  metal  working 
plant  in  paying  a  foreman's  bonus  are  super- 
vision  ot  labor  turnover,  attendance,  acci- 
u^t  ^^^^^^  ^^^  welfare.  It  is  evident  that 
all  these  factors  play  a  large  part  in  the  cost 
of  labor,  and  the  payment  of  a  bonus  to  a 
foreman  to  reduce  these  expenses  will   be 
of  assistance  in  maintaining  the  labor  budget. 
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^lality  Bonus 

The  control  of  material  costs  per  unit  of 
finished  product  is  aided  by  the  use  of  quality 
and  waste  material  bonuses.  Although 
bonuses  of  this  type,  paid  to  productive  em- 
ployees, are  occasionally  found  in  industry, 
they  are  more  generally  restricted  to  foremen 
and  superintendents.  In  general,  most  wage 
incentive  systems  stress  the  production 
standards,  with  quality  and  waste  being 
taken  care  of  by  fixing  a  definite  percentage  or 
amount  of  money  by  which  the  production 
bonus  IS  decreased  if  the  specified  quality 
standards  are  not  maintained. 

It  is  interesting  to  note  in  this  connection 
that  in  a  recent  survey  conducted  by  the 
National  Industrial  Conference  Board  of  107 
p  ants  employing  326,175  workers,  only  eight 
plants  with  693  participating  employees  used 
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a  bonus  for  prevention  of  waste,  and  only 
eight  plants  with  9,589  participating  workers 
used  a  bonus  on  improved  quality.  Although 
this  same  survey  showed  that  only  four 
plants  out  of  seventy-seven  paid  a  supple- 
mentary bonus  to  supervisors  for  improved 
quality  and  three  for  prevention  of  waste, 
twenty-seven  paid  a  bonus  to  their  super- 
visors based  on  general  merit.  The  greater 
part  of  these  twenty-seven  general  merit 
plans  included  factors  based  on  maintaining 
standards  of  quality  and  prevention  of  waste 
This  general  merit  bonus,  as  a  rule,  is  an 
award  for  a  combination  of  meritorious 
achievements,  which  can  be  definitely  mea- 
sured, although  some  companies  pay  it  out 
of  net  profits  for  general  accomplishments. 

Bonus  for  Control  of  Overhead  Expense 
In  the  control  of  overhead  expenses  a 
bonus  plan  can  be  tied  into  the  plan  of  budg- 


etary control.  Such  a  bonus  plan  is  usually 
limited  to  foremen  and  executives.  In  an- 
other survey  made  by  the  National  Industrial 
Conference  Board  of  33  companies  in  which 
there  were  427  executives  participating  in 
bonus  programs,  only  one  had  a  definite 
bonus  plan  for  savings  between  budgeted 
and  actual  expenditures.  However,  24  had 
bonus  plans  based  on  general  merit  which,  in 
some  instances,  included  the  accomplishment 
of  the  budgetary  program. 

The  Ritter  Dental  Manufacturing  Com- 
pany of  Rochester,  New  York,  has  developed 
a  bonus  plan  in  connection  with  its  budget 
of  factory  overhead.  The  budgeting  of  fac- 
tory overhead  expense  is  done  to  give  a  closer 
check  on  this  expense  and  to  determine  as 
closely  as  possible  what  this  expense  should 
be.  Overhead  is  made  up  of  four  elements 
—indirect  labor,  supplies,  scrap,  and  fixed 
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charges.  Since  fixed  charges  are  not  con' 
trolled  by  the  various  department  heads,  this 
element  was  not  considered  in  setting  up  a 
bonus.  Similarly,  the  experimental  divisions 
and  a  few  other  departments  are  eliminated 
from  the  plan. 

The  bonus  plan   of  the   Ritter  Dental 
Manufacturing  Company  was  inaugurated  to 


secure  the  best  cooperation  of  foremen  and 
department  heads.  The  bonus  is  paid  to  each 
foreman  and  department  head  in  a  position  to 
control  expense  and  is  based  on  the  per' 
centage  of  saving  between  the  budgeted  and 
actual  expense  for  the  plant  as  a  whole.  Each 
foreman  receives  this  percentage  of  his  salary 
at  the  end  of  the  year. 


INSTALLATION  OF  THE  BUDGET 


In  installing  a  system  of  budgetary  control, 
the  usual  procedure  is  to  experiment  with  a 
department  or  set  of  accounts,  the  expenses  of 
which  are  readily  controllable.  The  system  is 
further  developed  then  by  trial  and  error 
until  sufficient  experience  and  enough  confi' 
dence  in  the  principles  of  budgetary  control 
are  attained  to  warrant  extending  the  budget 
to  other  departments  or  accounts.  One  of 
the  most  common  and  effective  methods  is 
to  prepare  estimates  and  allowances  for 
overhead  expenses  and  slowly  build  on 
this  foundation  a  complete  budget  for  all 
operations. 

The  method  of  attack  used  by  the  Ameri' 
can  Writing  Paper  Company  is  illustrative 
of  the  manner  by  which  budgetary  control 
may  be  instituted.  The  first  step  taken  by 
this  company  was  the  development  of  a  sales 
forecast.  This  was  considered  the  logical  step 
on  which  to  base  a  necessary  reorganization 
of  production  methods. 

The  sales  forecast  enabled  the  American 
Writing  Paper  Company  to  make  up  manu' 
Picturing  quotas  for  its  various  mills.  As 
paper  sales  fluctuate  widely  during  the  year, 
it  became  necessary  to  level  the  production 
curve.  Ordering  points,  maximum  limits  and 
economical  sizes  of  production  orders  were 
worked  out  for  each  of  the  various  stock 
papers,  and  the  issuing  of  production  orders 
was  placed  in  the  hands  of  the  department 
responsible  for  the  sales  forecasts.  A  per^ 
petual  inventory  system  was  set  up  to  assist 
this  department  in  operating  its  stock  control. 

Since  the  American  Writing  Paper  Com' 
pany  operates  several  mills,  the  policy  was 
adopted  of  allocating  the  different  Unes  of 
manufacture  to  certain  mills  and  equipment. 
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This  enabled  the  company  to  establish 
standard  specifications  of  manufacture  for 
each  of  its  products.  These  specifications  set 
up  the  percentage  of  the  various  materials 
that  enter  the  composition  of  the  paper.  By 
applying  the  standard  specifications  to  the 
manufacturing  quotas,  material  quotas  were 
developed  for  all  of  the  materials  used  by  the 
production  departments.  This  enabled  the 
company  to  reduce  the  amount  of  working 
capital  tied  up  in  raw  material  inventories 
and  avoided  accumulating  raw  materials  for 
lines  of  products  which  had  become  obsolete. 

After  the  manufacturing  quotas  had  been 
established,  a  standard  payroll  for  regular 
operation  was  set  up  and  operated  from  the 
Employment  Department  through  authori23' 
tion  cards.  There  is  one  authorization  card 
for  each  position.  As  long  as  someone  is  on 
the  payroll  covering  that  authorization,  no 
additional  employment  is  made  without  a 
change  in  the  standard  payroll  or  a  temporary 
authorization  signed  by  the  proper  authority. 

The  next  step  was  the  installation  of  a 
group  bonus  system  in  all  the  mills  by  which 
a  standard  number  of  man-hours  is  set  up  for 
each  of  the  groups  of  employees.  Actual 
time  is  measured  against  standard  to  deter- 
mine the  efficiency.  For  each  efficiency  rating 
there  is  a  table  of  corresponding  bonuses  to 
be  added  to  the  employees  daily  wage.  Over- 
head standards  were  worked  out  from  past 
experience  and,  with  the  exception  of  such 
relatively  fixed  items  as  taxes,  insurance, 
and  depreciation,  these  standards  vary  with 
production. 

The  result  of  the  foregoing  has  been  the 
installation  of  a  standard  cost  system  em- 
bodymg  the  usual  three  items  of  material. 


labor  and  burden.  The  standard  specifica" 
tions  cost  becomes  the  standard  material 
cost.  The  standard  payroll  and  the  resulting 
figures  for  production  rates,  together  with 
standards  set  for  the  bonus  system,  give  the 
standard  labor  cost.  Standard  overhead  costs 
are  secured  by  prorating  the  budgets  for 
overhead  items. 

Another  method  of  approach  is  illustrated 
in  the  following  statement  by  J.  R.  Tobey, 
Assistant  Treasurer  of  Eaton,  Crane  and 
Pike  Company,  Pittsfield,  Mass. : 

Our  first  attempt  at  budgeting  was  done  be' 
fore  very  much  was  heard  about  the  budget,  at 
which  time  we  used  to  budget  our  advertising 
appropriation.  This  went  on  for  several  years 
until  everyone  became  interested  in  budgeting  and 
at  that  time  we  started  with  indirect  labor,  and 
then  departmental  supplies  and  indirect  material, 
and  each  year  we  picked  up  a  few  expenses  until 
we  gradually  had  all  of  the  expenses  involving 


the  manufacturing  cost  of  goods  sold.  After  we 
completed  these,  we  took  the  selling  expenses  and 
the  administrative  expenses,  etc.,  until  we  had 
accumulated  and  collected  in  our  budget  every 
item  of  expense  that  went  into  our  profit  and  loss 
statement. 

It  takes  several  years  to  build  up  a  budget  so 
that  it  is  working  well.  It  is  not  an  easy  thing 
to  install  a  budget  in  a  plant  or  an  office.  There 
is  always  a  great  reaction  from  the  people,  particu' 
larly  foremen  and  executives  who  will  say  that 
it  is  impossible  to  prepare  a  budget  for  this  ex' 
pense  or  that  expense,  but  anyone  who  has  had 
much  experience  in  budgeting  will  soon  find  that 
there  is  always  a  way,  either  by  trends,  curves  or 
percentages  of  some  kind,  that  will  give  a  basis 
from  which  to  prepare  a  budget. 

It  takes  some  time  to  prepare  a  budget  and 
have  it  operate  successfully,  and  we  have  had  to 
build  this  up  over  a  period  of  many  years,  educat' 
ing  our  people  so  that  they  think  in  the  terms  of 
budget,  until  we  feel  that  we  have  a  powerful 
control  of  our  expense. 


PRESENTATION  OF  THE  BUDGET 


An  important  factor  in  developing  a  budg^ 
et  program  is  the  attitude  of  the  organi2;a' 
tion's  personnel.  The  introduction  of  control 
through  the  budget  requires  education  of  the 
executive  personnel  to  the  advantages  to  be 
derived.  In  long  established  organisations  it 
is  common  to  find  that  responsibiHties  have 


been  loosely  and  indiscriminately  delegated 
with  limits  of  authority  not  clearly  defined. 
Since  budgetary  control  takes  for  granted 
clearly  defined  responsibility,  this  situation 
must  be  clarified  before  the  budget  can  be 
applied  successfully.  An  organiz^ition  study 
is  usually  helpful. 


THE  BUDGET  MANUAL 


A  manual  of  budget  procedure  is  a  helpful 
guide  both  in  the  introduction  and  main- 
tenance of  the  budget.  It  is  a  place  of  refer- 
ence on  procedure  and  defines  the  duties  and 
authority  of  each  individual  and  committee 
as  members  of  the  budgetary  organi^tion. 

The  Manual  of  Budget  Procedure  prepared 
and  used  by  the  American  Sales  Book  Com- 
pany, Ltd.,  consists  of  twenty-four  type- 
wntten  pages  on  which  various  phases  of 
budgetary  control  are  covered.  The  budget 


organi2;ation  and  the  functions  of  the  per- 
sonnel in  budget  operation  are  set  forth.  The 
Manual  outlines  the  procedure  for  the  prep- 
aration of  the  capital  expenditures  budget, 
the  purchasing  budget,  the  sales  estimates, 
the  sales  expense  budget,  the  administrative 
expense  budget,  the  production  schedule,  and 
the  production  budget,  giving  in  each  in- 
stance the  items  to  be  taken  care  of  and  the 
function  responsible  for  each,  thus  providing 
a  definite  guide  to  budget  operation. 
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VALUE  OF  THE  BUDGET 


The  chief  value  of  any  system  of  budgetary 
control  lies  in  the  results  that  are  or  can  be 
obtained  through  its  use.  Also,  many  execu' 
tives  are  firmly  convinced  that  the  budget  is 
one  of  the  most  useful  implements  for  estab' 
lishing  executive  control.  A  statement  of 
results  obtained  in  several  industries  by  the 
use  of  a  budget  system  may  not  be  out  of 
place  in  concluding  this  report. 

A.  J.  Paget,  Auditor  of  the  Fairbanks 
Company,  reports  that  in  the  first  three 
months  of  1930  the  manufacturing  costs 
exceeded  the  budget  allowance  by  only  2.18 
per  cent.  This  is  considered  a  very  satisfac 
tory  showing  when  the  unsettled  business 
conditions  of  this  period  are  considered. 

A  company  manufacturing  building  equip' 
ment  produced  to  customers'  specifications, 
has  been  able  to  forecast  its  sales  over  a  period 
of  ten  years  with  an  accuracy  of  84  per  cent. 
For  the  last  two  years  they  have  been  able  to 
obtain  95  per  cent,  accuracy. 

A.  J.  P.  Estlin,  Assistant  Treasurer, 
Canada  Dry  Ginger  Ale,  Incorporated,  states 
that  his  company  has  found  that  with  their 
cost  accounting  methods  it  has  been  possible 
to  estimate  production  costs  with  a  variation 
of  considerably  less  than  one^tenth  of  one 
per  cent. 

Eli  Lilly  &?  Company  have  been  establish' 
ing  sales  quotas  for  the  past  six  years.  During 
that  period  their  actual  sales  have  varied 


from  the  estimates  within  one  or  two  per 
cent,  each  year. 

The  Andrews  Steel  Company,  Newport, 
Kentucky,  have  employed  a  plant  and  main^ 
tenance  budget  for  several  years  with  con^ 
siderable  success.  The  Controller  of  this 
company,  H.  B.  Boal,  states  that  through  the 
use  of  this  budget  the  firm  has  succeeded  in 
reducing  labor,  material  and  overhead  costs 
from  seven  to  twelve  per  cent,  below  the 
budget  allowance  by  improving  the  operating 
efficiency  of  their  departments. 

The  final  objective  of  the  control  sys' 
tem  used  by  the  American  Writing  Paper 
Company  has  been  to  assure  profits.  L.  S. 
Reynolds,  Controller  of  this  company,  states: 

Although  we  have  not  yet  reached  100  per 
cent,  efficiency  with  this  system,  it  functions  more 
perfectly  each  succeeding  year. 

Referring  to  the  practical  operation  and 
value  of  a  budget  system,  H.  I.  Smelt2;er, 
Treasurer  of  Robbins  and  Meyers,  Inc., 
Springfield,  Ohio,  closes  his  letter  with  the 
following  paragraph: 

If  the  management  recognizes  the  benefit  of 
budgets  and  backs  them  up  to  the  limit,  all 
organizations  with  a  good  accounting  and  cost 
system  should  have  no  difficulty  in  working  out  a 
satisfactory  budget  procedure.  The  benefits  from 
such  a  program  are  so  well  recogni2;ed  that  further 
comment  seems  unnecessary. 
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Monsanto  Chemical  Works St.  Louis.  Mo. 

Murphy  Varnish  Company Newark.  N.  J. 
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Purina  Mills St.  Louis,  Mo. 

R 

Reed-Prentice  Corporation Worcester.  Mass. 

Ritter  Dental  Manufacturing 
Company.  Inc Rochester,  N.  Y. 
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A  MANUAL  OF  BUDGET  PBOCEIXJBK 


Supplement  to 
Budgeting  Manufacturing  Operations 


NOTE  •  •  •  •  This  report  was  prepared  to  answer 
specific  questions  presented  by  a  Group  insur- 
ance policyholder  of  the  Metropolitan,   It  was 
compiled  with  special  reference  to  the  situa- 
tion confronting  the  organization  for  which  the 
work  was  done,  and  is  not  intended  as  an  all- 
inclusive  discussion  of  the  subject.  The  report 
has  been  made  available  for  general  distribution 
because  it  is  believed  that  much  of  its  contents 
will  bo  of  interest  to  executives  confronted 
with  similar  problems.  In  its  present  form,  ref- 
erences <5r  material  of  exclusive  interest  to  the 
company  for  which  it  was  prepared,  have  been  re- 
moved. 
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A  MATO&L  OF  BUDGET  PROCEDURE 
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The  prlinaiT  purpose  of  a  budget  Is  the  coordination  and  control  of 
the  various  functions  of  which  a  business  enterprise  is  ccxaposed.  In  the 
preparation  of  the  budget,  the  management  outlines  the  general  plans  and 
pollciee  of  the  company  for  the  forthcoming  budget  period,  and  through  the 
combined  endo^vors  of  the  operating  officials,  a  detailed  plan  of  activities 
is  prepared,  based  on  historical  records  and  tempered  with  executive  Judgment 
of  expected  conditions. 

Budgetary  control  presupposes  an  organieation  whose  limits  of 
authority  have  been  clearl;y  and  definitely  defined,  both  in  the  operation  of 
the  enterprise  under  the  budget  plan  as  well  as  in  the  preparation  of  the 
budget  program.  The  absence  of  clearly  defined  authority  often  results  in 
resistance  to  the  program  and  evasion  of  responsibilities.  Such  a  situation 
nullifies  to  a  large  degree  the  many  advantages  possible  under  a  system  of 

budgeted  control* 

A  manual  of  budget  procedure  is  a  helpful  guide  both  in  the  intro- 
duction and  maintenance  of  the  budget  program.  In  it,  authority  and  respon- 
sibility for  the  preparation  and  administration  of  the  budget  are  clearly 
delegated.  It  defines  the  duty  and  authority  of  each  individual  and  committee 
as  members  of  the  budget  organization  eind  is  a  place  of  reference  on  budget 
procedure.  It  insures  the  preparation  of  each  budget  in  a  uniform  manner  and 

it  €iesist8  the  organization  in  coordinating  its  plans  and  activltlee* 

This  report  is  confined  to  a  reproduction  of  the  Manual  of  Budget 

Procedure  used  by  the  American  Sales  Book  Company,  Ltd.  Its  publication  le 

made  possible  through  the  cooperation  of  that  company* 

The  American  Sales  Book  Company,  Ltd,,  together  with  Its  affiliated 
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companies  sianufac taring  sales  books,  sales  slips,  carbon  paper  and  oany  other 
business  forms,  operates  six  factories  located  in  New  York,  California  and 
Washington.  In  Its  Maiiual,  the  budget  organization  Euid  the  functions  of 
the  personnel  in  the  operation  of  the  budget  are  set  forth.  It  outlines  the 
procedure  for  the  preparation  of  the  Capital  Expenditures  Budget,  the 
Purchcu3ing  Budget,  Sales  Estimates,  the  Sales  Expense  Budget,  the  Adminis- 
trative Budget,  the  Production  Schedule  and  the  Production  Budget,  giving 
In  each  inst€ince  the  several  items  to  b©  budgeted,  the  method  of  preparing 
estimates  and  the  individual  or  committee  responsible  for  their  preparation. 
Thus  it  provides  a  definite  guide  to  budget  operation. 

Companies  using  a  budget  manual  have  found  It  helpful  In  the  opera- 
tion of  their  budget  systems,  but  there  are  relatively  few  organizations 
which  have  attempted  to  construct  or  maintain  such  a  manual.  For  that  reason, 
the  American  Sales  Book  Company's  Manual  of  Budget  Procedure  is  presented  in 
the  hope  that  the  principles  on  which  It  is  designed  may  be  of  assistance  to 
other  companies  contemplating  the  preparation  of  a  budget  manual.  The  de- 
tailed construction  of  such  a  manual  generally  may  best  be  undertaken  by  the 
org«riZ8tl'on  Itself,  so  that  the  many  individual  organization  and  operation 
characteristics  peculiar  to  the  enterprise  will  be  teiken  into  consideration. 

The  following  Manual  of  Budget  Procedure  may  be  of  particular  inter- 
est for  several  reasons:  its  adherence  to  the  essential  principles  of  budge- 
tary control;  the  definite  manner  in  which  all  budgetaary  authority  and  re- 
sponsibility have  been  assigned;  the  simplicity  and  brevity  of  the  presenta* 
tion;  emd  the  logical  sequence  of  its  construction. 
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AMERICAN  SALES  BOOK  COrvIPANY.  LTD. 
MANUAL  OF  BUDGET  PROCEDURE 


FOREWORD 


A  budget  has  been  defined  as  a  plan  of  combining  the 
coordinated  intelligence  of  an  entire  organization 
into  a  plan  of  activity  based  upon  records  of  past 
performance  and  governed  by  the  rational  Judgment  of 
factors  that  will  influence  the  course  of  the  busi- 


ness in  the  future. 


Personnel 


Adherence  to  the  procedure  set  forth  in  this  manual 
will  give  complete  budgetary  control,  individually 
and  collectively,  of  the  various  phases  of  this 


business. 


ORGANIZATION 


The  Company's  Executive  Conmittee  consisting  of  the 
President,  Vice-Presidents,  General  Manager,  Secretary, 
Treasurer,  Sales  Manager  and  the  Factory  Super inten* 
dente  will  act  as  the  Budget  Committoe* 


Functions 


1.  This  cotmaittee  shall  be  in  charge  of  the  budgetary 
control  program, 

2.  To  consider,  approve  or  reject  all  foreccusts. 

3.  To  receive  periodic  reports  showing  pomparison  of 
actual  performance  witj?.  budget. 

k.     To  consider  revision  of  budget  at  any  time,  but 
particularly  at  the  close  pf  each  (Quarter t 
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Treasurer 


This  office  shall  have  general  control  and  super- 
vision over  the  preparation  and  execution  of  bud- 
getary program. 


Duties 


1.  To  receive  from  the  heads  of  the  various  di- 
visions of  the  business  their  forecasts  for  Budget 
period. 

2.  To  present  forecasts  of  various  divisions  to 
General  Manager  for  approval  or  suggested  revisions 

3.  To  prepare  from  divisional  forecasts  submitted 


summaries  showing 


It  Estimated  profit  and  loss  statement 

2.  Estimated  balance  sheet 

3.  Estimate  of  surplus  cash  available 
for  period. 

U.  To  submit  to  the  Executive  Committee  for  their 
approval  the  divisional  forecasts  as  recocsaended 
by  the  G-enereil  Manager. 

5.  To  receive  and  submit  to  Department  Heads  periodic 
reports  prepared  by  the  Accounting  Department  showing 
the  actual  performance  as  ccaapared  with  Budget. 

6.  To  prep^e  periodic  reports  for  review  of  Budget 
Commlt'tee  flhoirlng  comparisons  of  actual  performance 
with  Budget. 


Budget  Officer    It  will  be  the  duty  of  the  Budget  officer  to  super- 
vise the  preparation  by  the  various  departments  of 
all  data  required  in  building  the  Budget.  The  Budget 
officer  will  be  the  inter- department  "point  of  contact" 
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for  all  matters  pertaining  to  the  Budget.  This 

« 

officer  will  be  a  laeniber  of  all  eub-conalttees  and 
will  "be  respon8l"ble  and  report  to  the  Treasurer. 

ExeeutlTG  Divisions  The  Executive  Heads  of  the  various  divisions  of 

the  business  will  be  entirely  responsible  for 
the  preparation  of  the  eaticiates  of  their  divisions. 
These  estinates  should  be  coE5)lled  along  the  lines 
indicated  in  the  Manual  of  Budget  Procedure, 

In  order  to  delegate  responsibility  for  preparation 
and  execution  of  estinates,  sub-coinmlttees  will  be 
appointed  to  cerrj   out  the  budgetary  program  for 
their  depcurtments . 

The  Sales  Plvlelon  sub-committees  will  consist  of 
the  Sales  Manager,  the  Assistant  Sales  Managers, 
the  Treasurer  or  the  budget  Officer. 

The  ManUfacturiiig  Division  sub-conanltte©B  will  >• 
con^osed  of  the  Factory  Superintendent,  the  Asslat* 
ant  Fi^ctory  Superintendent,  the  Cost  Accountant  and 
the  Treasurer  or  the  Budget  Officer. 


The  Administration  Division  sub-ooianlttee  will  be 
conrposed  of  the  Treasurer,  the  A^ftlstamt  Treasurer, 
The  Budget  Officer  and  two  senior  members  of  the 
Office  Organization. 


=4 


CVs-R>lic3rholders  Service  Bureau -A'^lL 
METROPOUTAN  LITE  INSURANCE  COMPANY  Jf 


BudU^et  Tenn 


.  1^  - 


Tlie  Divisional  Forecasts  should  be  conipleted  in 
such  time  as  to  allow  conpletion  of  Master  Budget 
before  the  beginning  of  the  Budget  period. 


Semi-annual  Master  Budgets  will  be  prepared  cover- 


ing: 


a)  Six  months  period  ending  June  30 

b)  Six  Hjonths  period  ending  Dec.  31 


The  Master  Budget  will  be  a  summary  of  the  monthly 
l)udgets  of  each  division  for   the  respective  six 
months  period. 


At  the  time  (a)  above  is  prepared,  a  Forecast  for 
the  last  six  months  of  the  year  will  also  be  com- 
piled so  that  a  general  Forecast  for  the  year  as 
a  whole  will  be  avadlable. 


tf 


Bgyjeion  of  Budget   The  Budget  will  be  subject  to  revision  at  any  time 

upon  instructions  from  the  Executive  Coxamittee • 
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CAPITAL  EXPENDITURES 


Proposed  capital  expenditures  will  be  bud^ted 
in  three  sections  and  cover  the  period  of  one. 


I 


':f 


X.  Land  emd  Buildinffa 


year: 

1*  Land  and  Buildings 

2.  Plant  and  Machinery 

3«  Office  Furniture  and  Fixtures, 

In  preparing  each  section,  each  item  thereon  will 

be  distinguished  to  indicate  if  - 

1.  Budget  appropriation  was  in  whole 
or  in  part  previously  authorized, 

2,  Budget  appropriation  is  to  cover 
an  expenditure  to  be  made  in  the 
current  year, 

3»  Budget  appropriation  is  to  cover 
a  commitment  to  be  made  in  the 
cozrent  period  but  expenditure 
made  in  a  subsequent  year. 
The  Treasurer  will  secure  formal  approval  to  a  budget 
to  cover  any  proposed  enpenditure  in  excess  of  $1CX), 
which  will  have  been  endorsed  by  the  Executive  Ccxnmlttee. 
Expenditures  for  lessexx  amounts  will  be  treated  as  ex- 
pense , 


2,  Plant  and  Machinery  The  Factory  Superintendent  sifter  conferring  with  the 

Manufacturing  Sub-committee  will  list  in  detail  on  the 
form  provided,  anticipated  purchases  giving  full  details 
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of  the  reason  for  recoinnendatlon  of  each 
purchase  and  showing  the  approximate  purchase 
price  of  each  iteu.  The  actual  purchase  price 
will  be  shown  when  known.  This  forecast,  when 
passed  "by  Manufaxjturing  Division  sub-coramittee, 
will  be  referred  to  the  General  Manager  suid 
later  submitted  to  the  Engineering  Committee  for 
approval.  The  forecast,  when  approved  by  the 
Engineering  Cocimittee,  will  be  forwarded  to  the 
Budget  Committee  for  their  approval. 


5.  Office  Furniture 
and  Fixtures 


Duplicate  blank  forms  provided  specially  to  record 
proposed  purchases  will  be  selit  to  the  heads  of  the 
various  departments.  The  Department  Head  will  fill 
In  the  form,  giving  full  details  for  reason  for 
recommendation  of  each  item,  sending  the  original 
to  the  Budget  Officer  and  retaining  the  duplicate 
for  his  records.  The  Budget  Officer  will  eurnnarize 
these  estimates  on  the  form  provided  before  subait- 
ting  them  to  the  Adininlstrative  Division  sub-cc»iinittee. 
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PURCHiLSING  DIVISION 


Plant  Machinery; 
Office  Furniture 
and  Fixtures 


!•  The  purchasing  a^ent  will  be  furnished  a  copy 
of  the  budgets  (original  and  supplementary)  for: 

1.  Plant  Machinery 

2.  Office  Furniture  &  Fixtures 

The  proposed  date  of  purchase  for  each  item  will 
he  confirmed  with  the  Department  Head  before  the 
order  is  placed. 


Material  &  Supplies 


2.  The  purchasing  agent  will  be  furnished  with  a 

copy  of  the  Sales  Budget  as  a  guide  in  purchasing 
materials  and  supplies.  He  will  purchase  materials 
or  supplies  used  in  the  regular  manufacture  of  any 
product  ordered  on  authorized  requisition  having 
ascertained  that  such  purchases  are  required. 


Miscellaneous 
Material 


3-  A,  The  purchasing  agent  will  be  furnished  a  copy  of 
the  "Alterations  Budgets".  He  will  purchase  ma* 
terlals  or  labor  for  alterations  when  such  is 
ordered  on  authorized  requisitions. 
B.  The  purchasing  agent  will  issue  orders  to  vendors 
for  other  items  on  receipt  of  properly  authorized 
requisitions  having  verified  that  provision  for 
such  has  been  made  in  the  Budget, 
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SALES  BUD9ST 


Egtlmate  of  Sales« 
Customers 


Each  salesman  will  be  required  to  forecast,  by  lines 
of  product,  his  voluiae  of  sales  for  a  period  of  one 
year.  He  will  be  aided  by  the  Sales  Department  Home 
Office  who  will  supply  him  on  the  proper  form  the 
amount  of  actual  sales  made  In  his  territory  by  lines 
of  product  In  the  two  Immediate  previous  sales 
analysis  years.  He  will  estimate  carefully,  by  prod- 
ucts, the  volume  of  business  he  expects  to  obtain 
and  will  send  his  forecast  to  his  Supervisor.  The 
Sux)ervlsor  will  make  such  revisions  to  the  salesmen's 
estimate  as  his  Judgment  may  dictate.  He  will  then 
prepai'e  a  summary  of  the  salesman's  estimate  and  his 
revised  estimates  to  be  forwarded  to  the  General 
Sales  Manager  for  consideration. 


The  Greneral  Sales  Manager  ?rlll  make  a  recapltolatlcm 
of  the  Supervisors'  estimates,  making  revisions  ac- 
cording to  his  experience  and  knowledge  of  conditions 
in  the  various  territories,  and  submit  the  figores  to 
Sales  Division  sub-COTmiittee.  This  estimate,  when 
approved  by  the  Budget  Committee,  will  constitute  the 

Budget  of  Sales  to  CustomerB.  The  ScJLes  Department 
year  ends  September  30.  As  the  greater  rart  of  ship- 
ments made  in  the  company's  flec^i  /ear  ending  Deceiaber 
31,  represent  ordere  accepted  in  the  sales  year,  the 
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Sales  Department's  figures  of  actual  sales  for  the 
period  can  be  used  for  guidance  in  forecasting  sales 
for  the  next  Budget  period. 

The  Sales  Manager  will  furnish  each  Supervisor  with 
a  monthly  report  showing,  for  his  territorial  di- 
vision as  a  whole  and  by  salesmen,  actual  results  in 
comparison  with  previous  years  and  with  the  Budget. 

Each  Supervisor  will  be  held  responsible  by  the  Sales 
Manager  for  the  attainment  of  his  Budget.  The  Super- 
visor  will  confer  with  the  individual  seaeemen  making 
coD5>arisons  between  actual  sales  figures  and  the  sales- 
men's estimates. 

Estimate  of  Sales* 
Associated  Compftnlfta 

^»  Sales  Books.. Register  Supplies  &  Continuous  Forms 
The  Treasurer  will  secure  from  the  various  associated 
coi!5)anle8,  estimates,  by  lines  of  product,  of  business 
they  will  forward  us  for  manufacture  during  the  en- 
suing year. 

2.  Carbon 

This  estimate  covering  a  period  of  one  year  will  be 
submitted  by  Niagara  Falls  Factory  Superintendent  to 
the  General  Manager. 


At  a  period  sufficiently  in  advance  of  the  Budget 
Period,  the  Factory  Superintendent  will  ascertain 
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from  each  company  their  anticipated  requirements  for 
ensuing  year  under  the  following  captions: 

1.  Carbon  in  Rolls 

2.  Flat  Carhon 

3.  Register  Rolls 
h.  One  Time  Carbon 
5-  Carbon  Dope 

6.  Coated  Stock  (automatic  and  typewriter) 

This  estimate  is  furnished  by  Niagara  Falls  Factory 
Superintendent  because  of  his  close  contact  with 
associated  c<M5)anle8  concerning  this  product. 
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SALES  DIVISION 


Expenses 


The  schedules  of  all  expenses  should  "be  class- 
ified as  to  Fixed  emd  Variable  Items, 


I 


i 


The  Sales  Division  suh-commlttee  will  approve 
all  estimates  of  selling  expenses  "before  suh- 
mittlng  them  to  the  General  Meuiager. 


The  estimates  will  be  grouped  under  three  head- 
ings! 

1.  Field  Selling 

2.  Home  Office  Selling 
5*  Advertising 

Field  Selling  will  be  estimated  under  three  sec- 
tions: 

lA..  Commissions  &  Salaries  Earthed  &  Unearned 
The  Sales  Budget  Is  the  basis  for  deter- 
mining this  estimate.  The  Acoountlng  De- 
partment 17111  provide  data  for  previous 
periods  Indicating  the  ratio  of  this  ex- 
pense account  to  Shlfsnents  to  Customers, 
by  lines  of  products.  Factors  which  enter 
into  t^e  situation  (and  to  be  «upplled  by 
the  SaJLea  Manager)  and  of  which  cognizance 
fl!hould  be  taken^  are: 

1.  Changes  in  salesmen's  remuneration 
•r  c<Kniiiis6lon  arrangements. 


=f 
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2«  "Number  of  new  salesmen  to  "be  em- 
ployed and  the  consequent  loss  to 
"be  incurred* 


IB,  Salaries  -  Superyiflorfl 

This  estimate  will  "be  supplied  In  detail  by 
the  Sales  Manager. 


IC,  Sales  Offices  Expenses 

Actual  expenses  detailed  In  acoordauice  with 
the  chart  of  accounts  for  the  two  Immediate 
previous  years  and  for  each  Branch  Office, 
WI5.I  "be  fumlifced  to  the  Sales  Manager  "by 
the  Accounting  Pepartment  on  form  provided. 
In  triplicate.  The  Sales  Manager  will  for- 
ward two  copies  to  the  Branch  Office  Mana- 
ger who  will  estimate  the  relative  detailed 
expenses  for  the  ensuing  year.  The  Branch 
Office  Manager  will  fill  In  the  two  forms, 
retaining  one  and  returning  the  other  to 
the  Sales  Manager,  who  will  make  any  neces* 
sary  revision  before  eubmittiug  to  Sales 
sub -commit  tee.  When  th6  astliaate  has  been 
finally  approved,  a  copy  will  be  sont  to 
the  Breuach  Manager. 


f 


^sf- 


mt. 
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2.  Home  Office  Selling. 


Hope  Office  Salaries  >  Specleq  Account 
The  Treasurer  will  furnish  this  estimate. 


Home  Office  Salaries  *  Staff 
Each  department  head  will  he  required  to 
review  the  salaries  of  the  Individuals  com- 
prising his  staff  and  to  make  recommenda- 
tions on  the  form  provided. 


Prizes 

The  estimate  for  this  item,  which  includes 

cash  and  merchandise  credit  prizes  and  cost 

of  annual  Rediform  Convention,  will  he  pre* 

pCQ^ed  by  the  Advertising  and  Sales  Managers 

Jointly, 

Travelling  Expenses 

An  estimate  will  he  furnished  by  the  Sales 
Mgmager  of  the  probable  travelling  expenses 
of  each  individual  for  the  budget  period. 


Samples 

An  aneOysis  of  sai«5>les  used  in  previous 
periods  will  be  furnished  by  the  Accounting 
Department  under  two  major  classifications: 

1.  Samples  furnished  Elmiara  Office. 

2.  Samples  furnished  salesmen. 


j: 
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Analysis  of  each  classification  will  be  made 
by  class  of  product.  The  Sales  Manager  will 
furnish  the  estimate.  The  development  of 
new  lines  of  products  and  the  number  of  new 
salesmen  engaged  will  influence  this  estimate. 


Stationery  and  Supplies 
An  analysis  of  the  cost  of  all  forms  used 
in  previous  periods  will  be  provided  by  the 
Accounting  Department.  An  inventory  list 
will  be  made  up  by  the  Supply  Department 
showing  the  number  of  forms  on  hand  and  the 
estimated  time  that  these  forms  will  last. 


As  supplies  ore  made  up  or  purchased  in 
quantities  to  last  a  year  and  the  total  cost 
is  charged  to  expense  at  time  of  manufacture 
or  purchase,  these  factors  should  be  con- 
sidered when  estimating. 


Telephone  and  Telegraph 

Sales  Division  will  be  charged  with  a  pro- 
portion of  the  telephone  service  charge  on 
the  basis  of  the  number  of  phones  in  the 
Sales  Departments  to  the  total  number  of 
phones.  The  Accounting  Department  will  sup- 
ply these  figures.  The  estimate  furnished 
by  the  Sales  Meuiager  will  also  include  a 


^•i   • 
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detailed  estimate  of  long  distance  calls 
and  telegraph  charges. 


Postage 

This  estimate  will  be  calculated  by  the 
Accounting  Department  and  submitted  to  the 
Sales  Mana^r  for  his  approval. 


Bedifom  gorum 

The  analysis  of  the  cost  of  printing  the 
coBpany's  house  organ  is  the  most  inporteuit 
factor  for  the  Advertising  Manager  to  con- 
sider la  preparing  this  estimate. 


grrors 

Thd  Sales  Manager  will  estimate  the  loss 

incurred  through  sedesmen's  and  Home  Office 


errors. 


Register  Machines  Exchange 
The  Assistant  Sales  Manager  in  charge  of 
Begister  Machines  and  Heglster  Supipliep 
will  estimate  this  figure  talking  Into  account 
the  trend  of  business,  changes  of  policy  with 
reference  to  allowances,  etc. 


This  estimate  will  be  supplied  by  the  Sales 
Manager. 


It 
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Sales  Office  Alterations 

The  Sales  Manager  will  obtain  from  the  Head 
of  the  Maintenance  Department  the  cost  of 
any  anticipated  alterations. 


Training  Class  Expenses 
The  Sales  Memager  will  estimate  the  number 
of  salesmen  he  plans  to  add  to  the  sales 
force.  He  will  estimate  the  travelling, 
hotel  and  other  expenses  that  may  be  in- 
curred. 


Miscellaneous 


The  estimate  of  those  items,  which  can 
not  be  allocated  to  a  specific  account, 
will  be  shown  under  this  caption. 


Customers  *  Discounts  Allowed 


The  Assistant  Secretary-Treasurer  will 
supply  this  estimate  by  territorial  dis- 


tricts. 


5-  Advertising; 

The  Advertising  Manager  will  furnish  the 
Sales  Manager  with  this  estimate  in  detail 
according  to  the  set-up  of  the  chart  of 
accounts.  The  approximate  date  of  the 
larger  expenditures  should  be  indicated. 
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AIMtNIFTTRATIOy  DBTiSIOy 


Ejtpenee? 


The  schedules  of  all  evyenses  should  be  classified  as 

to  Fixed  and  Vari-atxe  items. 

The  Admlni  strati  on  Divieion  sub-coianiittee  will  approve 

all  estiinates  of  this  division  before  subnitting  them 

to  the  General  Mansiger. 

Office  Sg laries  >•  Executive  &  Department  Heads 

The  Treasurer  vd.ll  furnish  this  estimate. 

Office  Salaries  -  Departmental 

Each  Department  Head  will  be  required  to  review  the 

saleu^ies  of  his  staff  and.  to  make  recommendations  on 

the  form  provided.  The  Budget  Officer  will  summarize 

the  estimates  provided  by  each  Department  Head. 

General  Executive  Expense 

This  figure  will  be  supplied  by  the  Treasurer. 

Legal  Fees  and  Expense 

This  estiiaate  will  be  supplied  by  the  Accountant. 
Bad  Debts 

This  estimate  will  be  submitted  by  supervisory  dis» 
trlcte  by  the  head  of  the  Credit-Collection  Depart- 
ment who  will  have  been  previously  supplied  with 
Sales  Depcp:tment  Budget  by  supervisory  districts. 
Collection  Expense 

This  estimate  will  be  submitted  by  the  head  of  the 
Credit-Collection  Department. 


I'* 
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Donations 

This  estimate  will  be  submitted  by  the  Treasurer  after 
conferring  with  the  General  Manager  regarding  the  dona- 
tions It  Is  proposed  to  make. 
Affiliations 

The  Treasurer  will  furnish  this  estimate  in  detail. 
Service  Organizations 

The  head  of  the  Credit-Collection  Department  will  furnish 

this  estimate. 

Patent  Expenses 

This  item  will  be  estimated  in  two  sections: 

A.  Head  Office  Charge 

The  Treasurer  will  furnish  this  figure. 

B.  Tarious 

The  Accountant  will  furnish  this  estimate. 
Payments  Under  Agreements  (Patents ) 

This  estimate  will  be  supplied  by  the  Assistant  Secretary- 
Treasurer. 

Patent  Litigation 

This  estimate  will  be  supplied  by  the  Treasurer. 

Saleo^  Books  Manufacturers  Association 

This  •stimate  will  be  supplied  by  the  Accountant. 

Autographic  Register  Manufacturers  Association 

This  estimate  will  be  supplied  by  the  Accountant. 

Continuous  Fold  Printers  Association 

This  estimate  will  be  supplied  by  the  Accountant. 
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Special  T^^^ya^^'^^^ng  BypenRft 

This  estimate  will  be  supplied  by  the  Treasurer. 
Research  and  Experimental  Expense 
This  estimate  will  be  supplied  by  the  Treasurer, 
Royalties  Paid 

This  estimate  will  be  supplied  by  the  Accountant 
Postage 

This  estimate  will  be  furnished  by  the  Accountant. 
Travelling  and  Entertaining^ 

The  Budget  Officer  will  summarize  the  estimates  pro- 
vided by  each  Department  Head. 
Tele-phone  euid  Telejgraph 

The  Administration  Division  will  be  charged  with  a  pro- 
portion of  the  telephone  service  charge  on  the  basis  of 
the  number  of  phones  in  the  Administrative  Departments 
to  the  total  number  of  phones. 

To  this  figure  the  Budget  Officer  will  add  the  sum  of 
the  detailed  estinates  of  long  distance  calls  and  tele- 
graph charges  provided  by  the  head  of  each  department. 
Stationery  and  Supplies 

An  anal^'sia  of  the  cost  of  all  forma  used  in  previous 
periods  will  be  provided  by  the  Accounting  Department. 
An  inventory  list  will  be  made  by  the  Supply  Department 
showing  the  number  of  forms  on  hand  and  the  estimated 
time  that  these  forms  will  last. 
Supplies  are  made  up  or  purchased  in  quantities  to  last 


I 
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a  year  and  the  total  cost  is  charged  to  expense  at 
time  of  manufacture,  or  purchase.  These  factors 
should  he   considered  hy  each  department  head  when 
estimating.  The  Budget  Officer  will  summarize  the 
estimates  provided  by  each  department  head. 
Repairs  and  Supplies  for  Office  Equipment 
The  Accountant  will  furnish  this  figure. 
Errors 

The  Accountant  will  furnish  this  figure  after  he  has 
taken  into  consideration  the  estimate  submitted  by 
the  head  of  the  Order  Department. 
Office  Alterations 

The  Treasurer  will  furnish  this  figure,  having  con- 
ferred with  the  Department  Heads  removing  of  depart- 
ments, etc. 

Policy  Allowance 

The  Assistant  Treasurer  will  furnish  this  figure. 

Statistical  Department  Expense 

The  head  of  the  Statistical  Department  will  furnish 
this  estimate. 

Miscellaneous 

The  estimate  of  those  items,  which  can  not  be  allocated 
to  a  specific  account,  will  be  shown  under  this  caption. 
The  Accountant  will  furnish  this  estimate. 
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MANUFACTURING  DIVISION 


Production 


The  schedule  of  all  expenses  should  he  classified  as 
to  Fixed  and  Variable  items. 

The  Manufacturing  Division  suh-comnilttee  will  approve 
all  estimates  of  this  division  before  submitting  them 
to  the  General  Manager, 


Tranafera  In^-A^. 


The  Production  Budget  will  be  compiled  in  three  sections: 
1«  Shipments  to  Customers. 

2.  Shipments  to  Associated  Companies 

3.  Transfers,  which  represent  production  for 
Inter-Company  or  Inter-Department  use. 

The  Factory  Superintendent  will  be  furnished  with  the 
estimate  of  monthly  shipments  by  class  of  product  re- 
conciled  to  the  monthly  Sales  to  Customers  and  Associ- 
ated Companies  which  the  Budget  Co^ittee  will  have 
approved. 

He  will  estimate  the  amount  of  transfers  in  two 
sections: 

(a)  Transfers  Inter -Ccsapar^ 

(b)  Transfers  Inter-Department 

This  monthly  figure  will  be  calculated  for  each  class 
of  product  by  applying  the  current  period  to  date  ratio 
of  this  item  tp  the  sum  of  Shipments  to  Customers  and 
Shipments  to  AsBoclated  Companies  on  the  monthl;^'  Budget 
total  of  Shlpmenta  to  Customers  and  Associated  Companlee. 
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Transfers  Tntfiv, 
Department 


Cost  of  Produntinn 
Materials 


Cost  of  Production 
Materia^fl  Intor- 
Bepartmnnt. 


This  monthly  figure  will  be  the  budgeted  cost  of 
materials  Inter -Department. 

The  Factory  Superintendent  will  estimate  the  cost  of 
materials  used  by  class  of  products  using  as  a  basis 
the  current  ratio  of  cost  of  materials  used  to  total 
production.  The  following  factors,  which  influence 
the  cost  of  materials,  will  be  taken  into  considera- 
tion: 

1.  Probable  revision  of  selling  price  of 
products.  As  a  member  of  the  Executive 
Committee  he  will  have  knowledge  of  any 
proposed  change  of  selling  prices. 

2.  Market  prices  and  contract  prices.  This 
information  should  be  obtained  fl-om  the 
Purchasing  Agent. 

5.  Variations  in  percentage  of  waste  of 
material. 

The  Waste  Control  Budget  will  be  referred 
to  for  this  infonnation.  The  head  of  the 
Waste  Control  Department  Trill  submit  fig- 
ures of  anticipated  waste  and  Waste  Control 
Department  wages  to  the  Superintendent. 
When  approved  by  him,  this  will  comprise 
the  Waste  Control  Budget. 

This  monthly  figure  will  be  calculated  for  each  of 
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the  three  classes  of  products  -  Sales  Books,  Register 
Supplies  and  Continuous.  The  current  period  to  date 
percentage  of  cost  of  carhon  content  to  the  total  pro- 
duction of  each  class  of  product  will  be  applied  on 
the  monthly  budget.  This  calculation  will  be  increased 
or  decreased  by  any  anticipated  variation  in  the  cost 
of  carbon. 

Cost  of  Production 

Ijabor  Thfese  y^eekly  budget  figures  for  the  first  thirteen  weeks 

and  monthly  figures  for  succeeding  three  months  will  be 

estimated  by  each  Department  Head  in  conjunction  with 

the  Superintendent. 


Cost  of  Production 
General  Factory 
Labor 


In  order  to  insure  the  proper  control  of  this  very 
important  expenditure,  weekly  departmental  wage  re- 
ports will  be  submitted  to  the  Superintendent  showing 
the  ratio  of  actual  and  budget  figures  to  total  pro- 
duction, together  with  the  labor  figures  of  the  con-e- 
sponding  week  of  the  previous  month  related  to  totsLl 
production. 

This  estimate  will  be  furnished  under  the  following 
headings : 

1*  SupeiTvision 

2.  Clerks 

3.  Clerks  Service 
h,     stock  Handling 

5«     Sweepers  &  ilight-Watchmen 
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Cost  of  Production 
Provlaion  for 
Depreciation 


6,  Waste  Control 
Thes^  estimates  will  "be  submitted  by  the  Supierintendent, 


This  figure  will  be  furnished  by  the  Accountant  and 
approved  by  the  Treasurer, 


Ixpensee 


The  schedule  of  all  expenses  should  be  classified  as 
to  Fixed  and  Variable  items. 


Pow^r 


The  Plant  Maintenance  Supervisor  will  estimate  this 
figure  which  will  be  apjaroved  by  the  Superintendent* 
Light  and  Heat 

This  estimate  will  be  furnished  by  the  Plant  Main- 
tenance Supervisor  in  four  sec-tlons: 
1*  Wages 

» 

2.  Coal 

5.  Water 

km.     Li^t  and  Gas, 


Bepadrs  and  Maintenance 

There  are  three  secticMis  to  this  oetlmate,  which  will 

be  submitted  by  the  Superintejidentr 

!•  Repairs  and  Maintenance  to  Buildings 
2*  Repairs  and  Maintenance  to  Plant-Wages 
5.  Eepairs  and  Maintenance  to  Plflnt4!a«- 
terials  »id  Expenses. 

The  Plant  Maintenance  Supervisor  will  make  a  survey 

prior  to  the  Budget  period  ewd  make  reccHiimendatlons 
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to  the  Superintendent, 
Insurance  and  Taxes 

The  Accounting  Department  will  submit  this  estimate. 
Travelling  Expenses 

An  estimate  will  be  furnished  by  the  Superintendent  of 
the  travelling  expenses  of  each  individual  for  the  Bud- 
get period. 
Postage 

This  estimate  will  be  calculated  by  the  Accounting  De- 
partment and  submitted  to  the  Factory  Superintendent 
for  hie  approval. 
Freight,  Express  and  Carta^^^e 

This  estimate  will  be  calculated  by  the  Accounting  De- 
partment and  submitted  to  the  Factory  Superintendent 
for  his  approval. 
Errors 

The  Factory  Superintendent  will  furnish  this  estimate 
by  operating  departments. 
Factory  Alterations 

The  Superintendent  will  estimate  this  figure,  having 

learned  frcaa  the  foremen  their  views  regarding  In^jrove- 

ments  or  economies  to  be  effected  by  contemplated 

changes. 

General  Factory  Expenses 

Under  the  above  heading  are  gi-ouped  several  expense 
accounts: 
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TeXeph^9i|ie  and  Telegraph 

The  factory  is  charged  with  the  proportion  of  the 
service  charge  on  the  basis  of  the  number  of  phones 
in  the  factory  to  the  total  nvHofcer  of  phones  in  the 
plant.  To  this  figure  the  Superintendent  will  add 
the  detailed  estimate  of  long  distance  calls  and 
telegraph  charges, 
Worlqnen^s  Compensation 

This  estimate  will  be  furnished  by  the  Accounting 
Department. 

Stationery  and  Supplies 

The  Factory  Superintendent  will  supply  this  estimate. 
An  analysis  of  the  cost  of  all  forms  used  in  previous 
periods  will  be  prepared  by  the  Accounting  Department. 
An  inventory  list  will  be  made  by  the  Supply  Depart- 
ment  showing  the  number  of  forms  on  hand  and  the 
estimated  time  that  the  forms  7d.ll  last. 
Supplies  are  made  up  or  purchased  in  quantities  to 
last  a  year  and  the  total  cost  is  charged  to  expense 
at  time  of  manufacture  or  purchase. 
Ice 

This  estimate  will  be  calculated  by  the  Accounting 
Department  euid  submitted  to  the  Factory  Superinten- 
dent for  his  approval. 
Miscellaneous 
The  estimate  of  those  items  which  can  not  be  allocated 
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to  a  specific  account  will  "be  shown  under  this  caption. 


Supplies 


The  Factory  Superintendent  will  estimate  this  item 
"by  sections  -  Composing  Department,  Stereotype  De- 
partment,  Electrical,  Rollers  and  General  Supplies, 


ffOt^  R>ll<^oMer8  Service  Bureau  ^-A'DTL 

IL  METIlOPOUXfW  LIFE  INSURANCE  COMPANY  JT 


A££N22IiI££MIST 


The  Policyholders*  Service  Bureau  wishes  to  express  its  appreci- 
ation to  Mr.  H.  P.  Broim,  Treasurer  of  the  American  Sales  Book  Company,  Ltd, 
for  permission  to  reproduce  the  Memual  of  Budget  Procedure, 


The  Manual  of  Budget  Procedure  was  referred  to  hriefly  in  a 
recent  report  of  the  Policyholders*  Service  Bureau,  "Budgeting  Manufacturing 
Operations".  Copies  of  the  report  are  available  to  those  interested  in  this 
phase  of  operating  control. 
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M  ECONOMIC  SERVICE  TO  BUSINESS 


This  is  one  of  numerous  publications  issued 
by  the  Policyholders  Service  Bureau  in  the  interest  of 
better  msinagement  in  business.  The  Metropolitan  has 
good  reason  for  desiring  to  contribute,  so  far  as 
practicable,  to  improved  practices  in  management.  Ef- 
fective management  is  a  vital  factor  in  the  continuous 
sind  profitable  operation  of  business  enterprises  and 
helps  to  bring  about  steady  work  and  regular  income 
for  Metropolitan  policyholders,  who  number  more  than 
one  out  of  five  of  the  general  population.  An  even 
greater  proportion  than  one-fifth  of  the  employees 
in  commerce  suid  industry  are  insured  by  the  Metropolitan 
Life  Insurance  Company.  The  relationship  between 
prosperous  policyholders  and  the  conipany's  progress  is 
obvious . 

Because  of  its  great  stake  in  the  nation's 
economic  life,  the  company  has  set  up  the  Policyholders 
Service  Bureau  to  carry  out  a  program  of  economic  ser- 
vice to  business.  The  Bureau  staff  is  made  up  of  special- 
ists in  the  various  fields  of  management  —  in  business 
organization,  office  management,  accounting  and  finance; 
in  marketing,  distribution,  advertising  amd  sales  manage- 
ment; in  production  and  personnel  management;  in  business 
and  economic  research;  in  industrial  health  and  accident 
prevention. 

Investigations  of  subjects  of  current  interest 
to  business  executives  are  continually  being  carried  on 
by  the  Bureau's  specialists  in  these  various  fields  of 
management.  Reports  of  such  of  these  investigations  as 
are  of  general  interest  are  published  from  time  to  time. 
For  additional  information  about  the  work  of  the  Bureau 
or  its  published  reports,  address: 


Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
One  Madison  Avenue 
New  York  City 
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AN  ECONOMIC  SERVICE  TO  BUSINESS 

rpms  is  one  of  many  publications  issued  by  the  Policyholders 

improved  X  l.     ''  '        ''''°"  ^°'  "^"'^"S  to  contribute  to 
SZJT  '"^"^g^'"^"^-  It  is  because  this  has  a  direct 

bearing  on  the  economic  well-being  of  its  policyholders    More 

of  r:oS::7L^i^  °lt^T'  rH-— 4e 

every  ramily— is  a  Metropo  itan  policvholdpr    An 

>  program  of  economic  „vic  „  b„i„,„   Tl,rB™?2»  i 
"»de  »p  of  .p.ci.1,,,.  i„  the  „rt„  few.  of  „™™  '  " 

may  be  secured  on  request.  Address:  ^  ^      °^  *'' 

Policyholders  Service  Bureau 
METROPOLITAN  LIFE  INSURANCE  COMPANY 

ONE  MADISON  AVENUE,  NEW  YORK,  N.  Y. 
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The  Manufacturing 
Expense  Budget 


XHI8  report  is  one  of  four,  devoted  to  the 
application  of  budgeting  to  manufacturing 
operations.  Titles  of  the  others  are  asfollows: 

I.  Budgeting  Manufacturing  Operations. 
Outlines   and   illustrates    the   funda- 
mental practices  of  industrial  organiia- 
tions  in  developing  and  administering 
the  manufecturing  budget. 

2.  The  Bonus  and  the  Budget. 

Presents  the  methods  and  results 
of  using  incentive  systems  for  securing 
budget  accomplishment. 

3.  The  Budget  Manual. 

Describes  the  procedure  used  by  an 
organiaiation  in  the  introduction  and 
maintenance  of  the  budget. 


Part  I 
THE  PROBLEM  OF  MANUFACTURING  EXPENSE  CONTROL 


a 


kNE  OF  THE  more  effective  instruments  de^ 
veloped  for  controlling  manufacturing 
expense  is  the  budget.  Properly  designed 
and  carefully  administered,  a  budget  system 
permits  preparation  of  company  and  depart' 
mental  programs  of  expense,  and  makes 
possible  the  exercise  of  control  through  com- 
parison of  actual  results  with  budgeted  ex- 
pectations.  Control  of  manufacturing  expense 
becomes  increasingly  necessary  during  periods 
of  low  business  activity. 

This  report  is  based  on  the  budgetary 
practices  of  many  industrial  organi23Ltions. 
The  several  types  of  budget  used  for  control 
of  manufacturing  expense  are  described  and 
illustrated,  and  the  complete  procedures  of 
four  companies  are  outlined  in  some  detail. 

The  manufacturing  expense  budget  often 
has  been  the  starting  point  in  the  evolution  of 
a  complete  system  of  budgetary  control.  It  is 
frequently  the  case  that,  after  budgetary  pro^ 
cedure  has  demonstrated  its  effectiveness  as  a 
control  over  manufacturing  expense,  this 
system  of  control  is  extended  to  include  every 
item  of  expense  appearing  in  the  profit  and 


loss  statement.  Companies  manufacturing  to 
customers'  specifications  find  it  difficult  to 
prepare  estimates  of  labor  and  material  costs 
due  to  the  lack  of  an  accurate  method  for 
forecasting  sales,  but  in  the  budget  of  manu- 
facturing expenses,  based  on  past  operating 
records,  they  are  afforded  an  excellent  means 
of  control  over  this  important  portion  of 
plant  costs.  In  like  manner,  companies  manu- 
facturing to  stock  find  in  the  manufacturing 
expense  budget  an  effective  control  over 
departmental  expenses. 

Each  item  of  manufacturing  expense  ex- 
hibits an  individual  relationship  to  produc- 
tion volume.  Certain  expense  items  are  unaf- 
fected by  any  change  in  the  manufacturing 
activities  of  the  plant,  others  are  partially  or 
indirectly  affected,  while  the  remaining  items 
increase  or  decrease  in  direct  proportion  to 
the  rise  and  fall  in  production  volume.  The 
preparation  of  the  manufacturing  expense 
budget,  therefore,  presents  the  problem  of 
reconciling  these  variations  so  that  the  com- 
posite picture  shown  in  the  budget  gives  due 
weight  to  each  item  of  expense. 


TYPES  OF  MANUFACTURING  EXPENSE  BUDGET 

Manufacturing  expense  budgets  can  be    Budgets  Prepared  V^ithout  the  Use 
classified  under  two  heads: 


of  Sales  Estimates 

Some  companies  find  it  impracticable,  if 

not  impossible,  to  make  satisfactory  estimates 

of  anticipated  sales.  The  companies  in  this 

2.  Budgets  based    upon    the  volume  of    group  either  produce  largely  to  customers' 

production  as  determined  from  sales     specification  or  are  engaged  in  the  fabrica- 

estimates .  tion  of  goods  which  are  directly  influenced  by 


I.  Budgets  prepared  without  the  use  of 
sales  forecasts  or  estimates  and  based 
on  past  experience  and  standards. 
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Style  changes.  Under  such  conditions,  the 
budget  of  manufacturing  expense  usually  is 
based  on  past  experience,  or  is  set  up  in  con' 
junction  with  a  standard  cost  system. 

In  preparing  the  budget  based  solely  on 
average  or  normal  past  experience,  it  is  cus' 
tomary  to  analyze  the  overhead  expenses  of 
the  company  as  a  whole,  together  with  those 
of  each  department,  and  set  up  a  budget 
allowance  for  each  item  based  on  the  average 
of  past  years  or  based  on  what  can  be  con^ 
sidered  a  normal  year.  These  allowances  are 
divided  into  monthly  operating  budgets  and 
the  actual  expense  incurred  during  the  month 
is  compared  with  the  budget  figures.  While 
such  procedure  is  necessarily  crude,  it  is  ad' 
vantageous  in  that  it  instructs  the  manage' 
ment  in  the  use  of  a  budget  as  an  instrument 
of  executive  control,  so  that,  as  the  com' 
pany's  budgeting  experience  increases,  it  will 
be  better  prepared  to  adopt  one  of  the  more 
accurate  systems  of  budgeting. 

Use  of  Standard  Costs  in  Budgeting 
Manufacturing  Expense 

Several  companies  whose  budgetary  prac 
tices  were  reviewed  in  the  preparation  of 
this  report  utili2;e  standard  costs  in  con' 
junction  with  the  operation  of  the  budget 
system.  The  standard  cost  of  a  product  is 
that  cost  which  is  based  on  definite  specifica' 
tions  with  a  fixed  allowance,  expressed  in 
terms  of  dollars,  for  labor,  material,  and  over' 
head.  By  applying  the  elemental  standard 
costs  to  the  estimated  production  for  the 
budget  period,  the  budget  allowances  for  the 
period  are  obtained. 

When  the  various  items  of  standard  cost 
are  prepared  on  a  basis  of  average  or  normal 
production,  it  is  evident  that  the  resulting 
budget  will  be  expressed  also  in  terms  of 
average  or  normal  conditions.  If,  however, 
the  standards  are  adjusted  to  represent,  as 
nearly  as  possible,  actual  existing  conditions, 
or  conditions  to  be  expected  during  the 
coming  budget  period,  then  the  resulting 
budget  will  be  expressly  for  those  conditions. 

The  standard  burden  rate  represents  the 
unit  standard  cost  for  the  many  items  of  over' 


head  expense  which  cannot  be  allocated  defi' 
nitely  to  the  various  products  and  processes. 
In  the  preparation  and  use  of  standard 
burden  rates  there  are  notable  differences  in 
opinion  and  practice.  These  differences  ap' 
pear  not  only  in  the  accounting  methods 
used  for  overhead  distribution,  but  in  the 
determination  of  what  standard  distribution 
should  represent. 

The  determination  of  standard  burden 
rates  is  dependent,  of  course,  on  the  method 
of  burden  distribution  in  use.  Without  at' 
tempting  to  discuss  the  principles  and  meth' 
ods  employed  in  determining  the  correct 
procedure  of  burden  distribution  for  any 
organi2;ation,  the  following  lists  the  more 
prominent  methods: 

1.  Percentage  on  Labor  Costs 

2.  Percentage  on  Material  Costs 

3.  Percentage  on  Labor  Hours 

4.  By  Department 

5.  By  Classes  of  Product 

6.  By  Department  by  Classes  of  Product 

7.  Machine  Hour  Rate 

8.  By  Production  Centers 

The  differences  in  accounting  opinion  and 
practice,  shown  by  the  many  methods  of 
burden  distribution  in  use,  are  illustrated 
further  by  the  fact  that  there  is  no  commonly 
accepted  method  of  applying  the  standard 
burden  rate.  For  example,  the  standard 
burden  rates  of  some  companies  represent 
the  average  of  burden  rates  over  a  period 
of  years;  in  certain  other  organi22itions  the 
standard  burden  rate  represents  the  distri' 
bution  of  burden  for  a  normal  year  or  period 
of  production;  still  other  companies  adjust 
their  burden  rates  periodically  so  that  the 
standard  represents,  as  closely  as  possible, 
current  existing  conditions;  while  still  others 
base  their  rates  on  estimated  future  produc 
tion  and  costs  for  the  period  in  question. 

The  basic  difference  of  opinion  among  the 
adherents  to  the  average  or  normal  methods 
of  calculating  standard  burden  rates  and 
those  advocating  either  the  actual  or  esti' 
mated  method,  is  the  desirability  of  allocat' 
ing  all  the  overhead  expenses  of  a  period 


to  the  products  manufactured  during  that 
period. 

Manufacturing  expense  budgets  prepared 
without  the  use  of  sales  estimates,  and  in 
those  orgam22itions  operating  a  standard  cost 
system,  are  computed  by  applying  the 
various  standard  burden  rates  to  the  actual 

Cduction.  Under  such  a  plan,  the  budget  is 
ted  to  a  comparison  of  these  standard  ex' 
penses  with  actual  expense  after  the  produc 

J  tion  period  is  over,  as  no  budget  set'Up  can 
be  prepared  previous  to  the  production 
period  without  some  estimate  of  what  pro' 
duction  will  be. 

Several  companies  which  have  found  it 
impossible  to  forecast  sales  have  designed  a 
budget  plan  whereby  normal  expense  can  be 
adjusted  to  any  level  of  production,  thereby 
enabling  the  management  to  compare  actual 
performance  with  a  scientific  estimate  of 


I 
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what  the  expense  should  have  been  for  the 
volume  of  production  obtained.  Although 
such  a  plan  is  also  usually  limited  to  a  com' 
parison  of  actual  to  budget  performance  at 
the  completion  of  the  production  period,  for 
those  executives  who  desire  a  comparison  of 
actual  performance  to  what  it  should  have 
been  under  the  existing  conditions,  it  offers 
an  advantage  over  the  use  of  standard  burden 
rates  based  on  normal  or  average  production. 
On  the  other  hand,  for  those  who  desire  a 
comparison  of  actual  to  normal  performance, 
the  standard  cost  plan  is  considered  more 
advantageous. 

The  use  of  a  manufacturing  expense  bud' 
get  adjusted  to  actual  conditions,  and  in  an 
organization  whose  products  are  made  to 
customers'*  specifications,  is  illustrated  in 
Part  II  in  the  procedure  of  the  Doehler  Die 
Casting  Company  of  New  York,  N.  Y. 


BUDGETS  PREPARED  FROM  SALES  ESTIMATES 


When  sales  estimates  are  available,  manu' 
facturing  expense  budgets  are  usually  set  up 
in  one  of  three  ways:  in  conjunction  with  a 
standard  cost  system;  on  the  basis  of  de' 
partmental  or  account  estimates;  on  the  basis 
of  normal  departmental  or  standard  unit  costs 
adjusted  to  conform  to  anticipated  conditions. 
One  of  the  major  differences  among  these 
variations  in  manufacturing  expense  budgets 
is  the  manner  in  which  sales  estimates  are 
used.  In  general,  those  budgets  which  set 
I  standards  or  allowances  based  on  estimated 
j  plant  activity  are  prepared  for  the  purpose  of 
comparing  actual  performance  with  a  scien' 
tific  estimate  of  what  that  performance 
should  be  for  the  conditions  existing  during 
the  period  under  consideration.  Budgets 
which  are  made  up  without  reference  to  antici' 
pated  conditions  are  primarily  for  the  purpose 
of  comparing  actual  conditions  with  normal. 

Use  of  Sales  Estimates  and  Standard 
Costs  in  Budgeting  Manufacturing 
Expense 

The  preparation  of  a  manufacturing  ex' 
pense  budget,  in  which  normal  or  average 


standard  costs  are  used  in  conjunction  with 
sales  estimates,  is  similar  to  the  method 
described  in  a  previous  section.  It  has  one 
additional  feature,  however,  which  is  of 
value  for  control  purposes.  Tlirough  the  use 
of  a  sales  estimate  a  production  schedule  can 
be  established,  and  application  of  the  stand' 
ard  burden  rates  to  the  goods  called  for  on 
the  production  schedule  will  permit  the  com' 
pilation  of  a  manufacturing  expense  budget 
prior  to  the  start  of  the  budget  period.  Such 
a  budget  is  most  helpful  as  an  expense  guide 
to  the  plant  management  during  the  period, 
since  remedial  measures  can  be  taken  at  the 
first  sign  that  costs  are  going  beyond  the 
established  limits. 

Many  companies  prepare  the  manufectur' 
ing  expense  budgets  by  accounts  or  depart' 
ments,  making  direct  reference  to  the  produc 
tion  schedule  as  obtained  from  the  sales 
estimate.  The  procedure  of  the  Norton 
Company  of  Worcester,  Mass.,  is  illustrative 
of  this  method. 

Previous  reference  has  been  made  to  the 
fact  that  certain  companies  calculate  their 
standard  burden  rates  after  the  compilation 
of  the  annual  manufacturing  expense  budget. 


METROPOLITAN  LIFE  INSURANCE  COMPANY 


THE  MANUFACTURING  EXPENSE  BUDGET 


This  practice  is  followed  by  C.  G.  Conn, 
Ltd.,  of  Elkhart,  Ind.,  and  the  standard 
burden  rates  are  calculated  in  the  following 
manner :  The  estimated  amount  of  productive 
labor  for  the  year  is  determined  by  appHca^ 
tion  of  the  piece  rates  to  the  products  called 
for  on  the  production  schedule.  The  esti' 
mated  manufacturing  expense  for  each 
department  is  added  to  the  general  factory 


expense  estimate  for  the  year,  resulting  in  an 
estimate  of  total  factory  overhead  for  the 
year.  This  total,  divided  by  the  total  pro- 
ductive  labor  for  the  year,  gives  the  amount 
of  overhead  to  be  appHed  per  dollar  of  pro- 
ductive labor.  The  percentage  thus  deter- 
mined  constitutes  the  burden  rate  for  the 
fiscal  year  and  is  used  as  such  in  preparing 
the  standard  cost. 


PREPARATION  AND  ADMINISTRATION  OF  THE 
MANUFACTURING  EXPENSE  BUDGET 


It  is  common  practice  to  have  the  original 
manufacturing  expense  budget  estimates  pre- 
pared by  the  cost  or  accounting  department 
since  this  organization  has  available  all  the 
necessary  data.  The  final  budget  figures, 
however,  are  arrived  at  in  many  diversified 
ways.  Practice  varies  from  that  of  having 
each  department  head  who  is  in  a  position  to 
control  expense,  submit  an  estimate  of  those 
expenses  over  which  he  has  control  (or 
approve  the  estimate  of  the  accounting  de- 
partment) to  the  other  extreme  whereby 
the  accounting  department,  through  the 
treasurer,  secretary,  or  controller,  has  com- 
plete authority  in  preparing  and  administer- 
ing the  entire  company  budget. 

The  budget  procedure  of  C.  G.  Conn, 
Ltd.,  illustrates  the  first  plan.  It  is  the  prac- 
tice of  this  company  to  have  the  cost  depart- 
ment analyze  all  the  expense  accounts  as  to 
expenditures  of  the  past  year.  From  this 
analysis  an  average  expense  per  accounting 
period  is  computed  and  sent  to  the  foremen. 
They,  in  turn,  prepare  an  estimate  of  the 


expense  necessary  for  the  operations  of  their 
departments  for  the  next  period.  The  cost 
department's  analysis  and  the  foremen's  esti- 
mates are  then  reviewed  item  for  item  in  a 
conference  of  the  factory  manager,  the  super- 
intendent, the  cost  accountant,  and  the  de- 
partment foreman.  In  this  conference  all 
contemplated  changes  for  the  next  budget 
period  are  considered  and  a  standard  ex- 
pense schedule  is  set  up  which  is  to  remain 
intact  for  the  budget  period. 

Another  plan  for  the  administration  and 
preparation  of  the  manufacturing  expense 
budget  is  shown  in  the  procedure  used  by 
Canada  Dry  Ginger  Ale,  Incorporated,  of 
New  York,  N.  Y.  The  entire  Factory  Burden 
Budget  for  all  the  plants  of  this  company  is 
prepared,  administered,  and  controlled  by  the 
treasurer's  department.  The  three  labor  pay- 
roll budgets,  direct  labor,  indirect  labor,  and 
supervision,  are  also  prepared  and  admin- 
istered by  the  treasurer's  department  on 
information  furnished  by  the  Central 
Production  Department. 


ORGANIZATION  OF  THE  MANUFACTURING 

EXPENSE  BUDGET 


Budget  preparation  usually  follows  the 
plan  of  classification  of  accounts  that  appears 
in  the  factory  ledgers.  This  procedure  simpli- 
fies the  work  of  the  accounting  department 
in  the  preparation  of  estimates,  in  the  com- 
pilation of  actual  expense,  and  in  the 
comparison  of  actual  performance  to  budget 
estimates. 


There  are  two  basic  types  of  overhead 
budget  used  by  manufacturing  establish- 
ments, each  of  which,  however,  is  built  up  by 
accounts.  The  first  type  is  prepared  for  the 
manufacturing  department  as  a  whole  and  is 
constructed  of  major  accounts.  Such  a  budget 
is  used  by  The  Jeffrey  Manufacturing 
Company,  manufacturers  of  elevating  and 


conveying  equipment,  whose  budget  of  factory 
expense  is  shown  below  in  Figure  i.  (Figures 
shoum  for  accounts  are  fictitious.)  In  this  bud- 
get no  reference  is  made  to  the  manufacturing 
department  subdivisions,  each  item  of  ex' 
pense  being  accounted  for  and  budgeted  for 
the  plant  as  a  whole. 

This  procedure  is  modified  somewhat  by 
several  companies.  Certain  organi23tions  op- 
erating several  plants  throughout  the  country 
prepare  individual  expense  budgets  for  each 
plant,  while  others,  manufacturing  a  diversi- 
fied line  of  products  in  separate  divisions, 
prepare  manufacturing  expense  budgets  for 
the  manufacturing  department  as  a  whole, 
broken  down  by  product  divisions. 


The  other  basic  type  of  manufacturing  ex- 
pense budget  consists  of  an  individual  budget 
by  accounts  for  each  unit  in  the  manufactur- 
ing department.  This  departmentali2;ed  man- 
ufacturing expense  budget  is  illustrated  in 
the  practices  of  the  Doehler  Die  Casting 
Company  and  the  Norton  Company  whose 
budgetary  procedures  are  described  in  detail 
in  Part  II  of  this  report. 

There  are  two  distinct  procedures  used  in 
developing  the  departmentalizied  manufactur- 
ing expense  budget.  One  calls  for  the  prepa- 
ration of  individual  budgets  for  each  unit  in 
the  manufacturing  department  as  well  as  a 
budget  of  general  expense  for  all  items  of  ex- 
pense  which   are   not   directly   under   the 


the  JEFFREY  MANUFACTURING  COMPANY 
FACTORY  EXPENSE 

Budget 
This  Month 

Expense 

This  Month 

Budget 
To  Date 

Expense 
To  Date 

Reserve  for  Depreciation, 

Taxes  and  Insurance 

1           $7,500 

8,000 

1,500 

9,000 

22,500 

1,050 

8,500 

1,000 

4,000 

3,000 

4,000 

6,300 

4,300 

4,000 

800 

1,750 

1,350 

700 

2,000 

1,500 

4,500 

2,000 

1,000 

10,250 

12,500 

Foremen 

Reoair  Machinery 

Tool  SuDDlies 

Power 

Defective  Workmanship 

Non-Productive  Labor 

Expense  Material 

Maintenance 

Repair  Buildings 

General  Superintendence 

General  Factory  Expense 

Time  and  Cost 

Production 

Employment 

Rate  Department 

Special  Factory  Expense 

Hospital 

Repair  to  Patterns 

Defective  Material 

Inspection 

Yard  Truck 

Pattern  Storaee 

Stores  Physical 

Shipping 

TOTAL 

$123,000 

♦ 
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Figure  i — Budget  of  Factory  Expense 
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control  of  the  unit  heads;  the  other  uses  indi- 
vidual  budgets  for  each  unit  with  no  budget 
for  general  expenses,  these  being  prorated  to 
the  various  units  and  shown  on  their  budgets. 
An  illustration  of  the  first  procedure  is  given 
in  Part  II  in  the  budgetary  practices  of  The 
Fairbanks  Companyand  the  second  procedure 
is  illustrated  by  the  Doehler  Die  Casting 
Company's  budget  system. 

There  is  no  common  practice  as  to  the 
budgeting  of  service  or  of  non-productive 
departments.  In  some  companies  this  type  of 


expense  is  prorated  to  the  various  manu' 
facturing  units  and  appears  in  their  budgets, 
while  in  others  special  budgets  are  prepared 
for  these  departments.  Thus,  all  the  serv 
ice  departments  of  Eli  Lilly  and  Company, 
Indianapolis,  Ind.,  including  such  units  as  the 
boiler  and  engine  room,  machine  shop,  hos- 
pital,  and  bundry,  are  budgeted  for  labor, 
salaries,  supplies,  fixed  and  prorated  charges. 
The  service  expenses  of  C.  G.  Conn,  Ltd., 
are  included  in  the  budget  of  General 
Expense. 


SECURING  BUDGET  ACCOMPLISHMENT 


Control  through  the  use  of  a  budget 
system  is  based  on  the  comparison  of  actual 
results  with  budget  estimates.  Comparison  is 
accomplished  through  periodical  reports  of 
the  actual  costs  of  operation  arranged  in  a 
column  parallel  to  that  containing  the  budget 
estimates,  using  the  same  classification  of 
accounts  in  both  columns.  These  reports 
usually  contain  additional  columns  for  re^ 
cording  the  variations  between  actual  costs 
and  budget  estimates,  expressed  either  in 
terms  of  dollars  or  percentages,  and  columns 

•See  The  Bonus  and  the  Budget,  a  report  prepared  by  the 
Policyholders  Service  Bureau. 


for  comparison  of  actual  accomplishment  and 
budget  estimates  for  the  year  to  date. 

Many  companies  have  found  it  profitable 
to  introduce  a  wage  incentive  plan  for  fore^ 
men  and  department  heads  in  conjunction 
with  the  manufacturing  expense  budget.* 
The  incentive  plan  provides  for  the  distribu' 
tion  to  each  foreman  and  department  head  of 
a  percentage  of  any  savings  when  actual  ex' 
pense  falls  below  the  budget  standards.  The 
methods  of  distribution  vary  from  monthly 
cash  payments,  the  use  of  savings  accounts, 
etc.,  to  the  distribution  of  stock. 


Part  II 


PRACTICES  OF  FOUR  REPRESENTATIVE  COMPANIES 


THE  COMPLETE  PRCKIEDURES  of  four  COm' 
panics  for  budgeting  manufecturing  ex- 
pense are  presented  in  this  section  of  the 
report  to  illustrate  typical  systems.  The  first, 
that  of  the  Doehler  Die  Casting  Company, 
describes  the  budgeting  procedure  in  a  com- 
pany  whose  products  are  made  to  customers'* 
specification  and  order.  It  outlines  the  man- 
ner  in  which  budget  normals  can  be  adjusted 
to  actual  production. 

The  second  procedure  shows  the  method 
of  the  American  Sales  Book  Company  in 
preparing  its  volume  of  production  and  the 
cost  of  production  budget.  The  plan  illus' 
trates  the  preparation  of  departmental  cost 


estimates  based  on  estimated  volume  of  pro- 
duction. 

The  budget  system  of  the  Norton  Com- 
pany,  the  third  procedure  given,  also  illus' 
trates  a  method  of  preparing  departmental 
expense  budgets.  In  addition,  this  system 
describes  a  method  for  adjusting  production 
and  expense  estimates  to  correspond  with 
actual  production. 

The  use  of  flexible  forecasts  in  comparing 
actual  and  budgeted  expense  at  actual  and 
estiroated  production  is  illustrated  in  the 
fourth  example,  the  budget  procedure  of  The 
Fairbanks  Company. 


Doehler  Die  Casting  Company 


The  BUSINESS  of  the  Doehler  Die  Casting 
Company  is  affected  by  periodic  fluctuations 
in  each  of  its  principal  products  due  to  such 
causes  as  new  inventions,  new  models  and 
seasonal  variations,  and  also  to  the  fact  that 
all  products  are  manufactured  to  customers' 
specifications.  Therefore,  only  the  overhead 
expenses  of  the  various  manufacturing  de- 
partments are  budgeted,  although  all  pro- 
ductive labor  costs  are  controlled  carefully  by 
wage  incentives. 

Budget  Tsjormals 

All  budgets  of  this  company  are  based  on 
normals  with  provision  made  for  adjusting 
these  normals  to  actual  production.  In  estab- 
lishing normals,  records  and  statistics  over  a 
period  of  years  were  studied  and  analyzied  to 
determine  the  normal  monthly  production  in 
terms  of  productive  hours  per  month,  per  de- 
partment. For  example,  the  records  of  the 
department  whose  budget  is  illustrated  in 
Figure  2,  page  13,  show  that  over  a  period  of 
three  years  this  department  averaged  four 
thousand  productive  hours  per  month.  This 
figure,  therefore,  is  taken  as  a  normal  pro- 


duction of  the  department  and  is  used  as  such 
in  preparing  the  budget  for  manufacturing 
expense. 

All  the  detailed  overhead  expenses,  includ- 
ing controllable,  prorated,  and  fixed,  were  also 
studied  and  analy2;ed  for  the  same  period, 
and  normals  established  for  each  item.  These 
normal  expenses,  however,  are  not  pure 
averages,  but  represent  the  result  of  adjust- 
ments to  take  care  of  certain  decreases  in  cost 
due  to  the  introduction  of  manufacturing 
economies. 

Rates  of  Variability 

A  further  study  of  production  results 
demonstrated  that  actual  production  may 
vary  from  the  normal  as  much  as  50  per  cent 
in  either  direction.  To  provide  for  these 
variations,  a  statistical  study  was  made  to 
determine  the  amount  of  variation  for  each 
item  of  cost  as  production  varied  from  the 
normal.  This  study  resulted  in  the  establish' 
ment  of  rates  of  variability,  these  rates  show- 
ing a  percentage  increase  or  decrease  for  each 
item  of  cost  from  its  normal  for  each  per' 
centage  increase  or  decrease  of  production 
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illustrated  in  Figure  2,  page  13,  a  schedule 
would  be  prepared  showing  the  u;eeJi(ly 
budget  for  a  monthly  production  of  2,500, 
3,000,  3,500,  4,500,  5,000  and  5,500  hours,  as 
well  as  for  the  normal  production  of  4,000 
hours.  This  schedule  is,  of  course,  pre^ 
pared  from  the  basic  budget  for  4,000  hours, 
using  the  rates  of  variability  described  in  the 
foregoing  paragraph.  Since  tjie  department 
foreman  is  able  to  determine  the  number  of 
hours  which  his  department  will  be  required 
to  operate  the  following  week,  he  can,  by 
using  this  schedule  as  a  guide,  plan  in  ad' 
vance  any  changes  necessary  to  keep  his 
expenses  in  line  with  the  budget.  The 
weekly  budgets  include  only  the  expense 
accounts  under  the  two  general  heads  of 
nou'productive  labor  and  supplies.  Prorated 
expense  and  fixed  charges  are  not  included. 
These  schedules  are  permanent  unless  a 
change  is  necessitated  by  improvements  in 
factory  procedure  or  equipment. 

The  several  plants  of  the  Doehler  Die 
Casting  Company  operate  on  a  five-day 
week,  ending  on  Tuesday.  On  Friday,  each 
foreman,  as  well  as  the  superintendents  and 
plant  manager,  receives  from  the  plant  ac' 
countant  a  report  comparing  actual  results 
with  the  budget  for  the  week  ending  the 
previous  Tuesday.  These  budget  reports 
show  a  comparison  of  actual  expense  against 
the  original  estimate  for  normal  production  as 
well  as  a  comparison  of  actual  results  to  the 
adjusted  budget,  this  adjustment  being  made 
for  the  purpose  of  eliminating  the  differences 
between  actual  and  normal  production.  Every 
Saturday  morning  the  plant  manager  calls  a 
meeting  of  foremen  and  superintendents  and, 
in  this  meeting,  the  budget  figures  are  dis' 
cussed  and  definite  measures  taken  to  assure 
the  attainment  of  the  budget  for  those  items 
which  are  shown  to  be  out  of  line  in  the 
present  report. 

Budget  Procedure  Monthly  Budget  Comparison 

The  first  step  in  the  budget  procedure  is  The  monthly  comparison  of  budget  and 

the  preparation  of  weekly  budget  schedules  actual  expense  is  prepared  by  the  treasurer's 

for  each  department  for  various  volumes  of  office  at   New  York.    This   comprises   an 

production.    For  example,  for  the  department  eightyfive  page  report  in  which  the  various 
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from  its  normal.  For  example,  in  the  depart' 
ment  whose  expense  accounts  are  illustrated, 
for  each  i  per  cent  increase  in  production 
hours  above  the  normal,  the  allowance  for 
equipment  maintenance  expense  is  increased 
0.85  per  cent,  while  a  i  per  cent  decrease  in 
production  results  in  an  0.85  per  cent  dc 
crease  in  equipment  maintenance  expense. 

The  Doehler  Die  Casting  Company  oper^ 
ates  several  plants  scattered  throughout  the 
country.  Due  to  the  differences  in  location 
and  to  the  different  types  of  construction  and 
equipment  of  these  plants,  it  is  recognizied 
that  the  rates  of  variability  for  the  several 
plants  might  not  be  the  same.  For  that  reason, 
at  the  annual  conference  of  plant  managers, 
the  rates  of  variability  are  discussed,  and 
with  the  recommendations  of  the  plant 
executives  in  mind,  the  treasurer  of  the  com' 
pany  establishes  rates  which  will  represent 
as  nearly  as  possible  a  correct  composite 
figure. 

In  addition  to  the  annual  scrutiny  of  rates 
of  variability,  all  normals  and  rates  are 
checked  monthly  by  the  management  so  that 
any  basic  changes  in  conditions  will  be  in- 
corporated immediately  in  the  budget  figures. 

Budgetary  Organization 

All  budgeting  activities  are  under  the 
control  of  the  treasurer  who  is  located  at  the 
New  York  headquarters  of  the  company.  He 
employs  a  cost  and  clerical  staff  of  five  which 
records  all  cost  data  as  it  is  received  from  the 
plants,  and  prepares  the  monthly  budget 
comparisons,  baknce  sheet  and  profit  and 
loss  statement  each  month.  A  cost  account' 
ant  employing  a  staff  of  two  or  three  clerks  is 
located  at  each  plant.  It  is  his  duty  to  gather 
all  cost  data,  prepare  the  weekly  factory 
budget  comparisons,  and  supervise  all  cost 
work  at  the  plant.  He  is  directly  responsible 
to  the  treasurer  at  New  York. 
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DEPARTMENT 
FOREMAN 


EXPENSE    ANALYSIS    YEAR 


EXPENSE    ACCOUNTS 


lon»-Prod.  Wages 


foreaan 

SuperTlsora 

Die  Uaintenanee 

equipment  Uaintenanee 

Clerk 

Dismount  ft  Reset  for  Repairs 

Total  Non«Prod«  T7bges 
Rate  per  Hour 


§HPP^^?» 


Die  Uaintenanee  Supplies 

Equip.   "        " 

Pots 

Cooseneeks 

Clorea 

Nettles 

Total  Supplies 

Rate  per  Hour 


Shares 

Power 
Compressor 

Total  Shares 
Rata  per  Hour 


fixed  Charges 
Depreeiatlon 
Insurw  ee 
Tax 

Total  Fixed  Charges 
Rate  per  Hour 


ttriMATKO 
BASIS 


Cr»nd  Total 

Productive  Hours 
Rate  per  Hour 

Variance  in  Production 


433 
400 
1250 
417 
125 
175 

2800 
70^ 


25 
325 

250 
430 
100 
100 
1200 
30^ 


no 

490 
600 
15^ 


534 

11 

55 
600 

15^ 

5200 
4C00 
71*30 
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80 

100 

65 

50 

100 

77.2 


100 
85 
100 
100 
100 
100 
95.9 


50 

20 

25.5 


^1 

TO    Y 

OT«L 


JAMUARY 


66.7 


433 
560 
1875 
594 
156 
263 

3881 
64.7^ 


38 
463 
375 
600 
150 
150 
1776 
29.6^ 
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539 

677 

11.3^ 


534 
11 
55 

600 
lOK 

6934 

6000 
$1,156 
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ACTUALXM 
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ADJtUDMT 
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MAS 


433 

320 
938 
328 
109 
131 

2259 
75.3^ 


19 

256 

188 

300 

75 

75 

913 

30.4# 


96 

466 

562 

18.7^ 


534 
11 
55 

600 
20^ 

4334 

3000 

n.444 

Dec.  25^ 


ECEMKR 


13  MOMTHC 
TOTAL 


MONTHLY 
AVeRA«C 


Figure  2 — Expense  Analysis  and  Budget  Comparison 


departments  of  all  plants  are  compared  and 
their  expenses  analy2;ed.  In  addition  to  the 
items  on  the  non-productive  wages  and  sup- 
plies  which  appear  on  the  departmental 
weekly  budgets,  the  productive  departments' 
monthly  budgets  include  fixed  and  prorated 
charges.  The  figures  appearing  on  this  monthly 
comparison  are  the  budget,  adjusted  for 
actual  production,  compared  with  actual  ex' 
penditures.  In  addition  to  this  comparison, 
an  analysis  is  made  by  class  of  product.  Plant 
profit  and  loss  is  also  included  in  this  report. 
An  example  of  a  departmental  monthly 
budget  report  is  illustrated  above  in  Figure  2. 
The  figures  given  in  the  illustration  are  ficti' 
tious,  but  they  will  serve  to  illustrate  the  pro- 
cedure in  use.  The  budget  has  been  set  up 
for  a  monthly  production  of  4,000  hours, 
which  was  the  average  production  expected 
during  the  year.  In  January,  the  actual  pro- 
duction  was  6,000  hours,  or  an  increase  of  50 


per  cent  above  the  expected  production. 
Therefore,  the  expenses  which  increased  in 
direct  ratio  to  production  (those  marked  100 
per  cent  variability)  are  expected  to  increase 
50  per  cent  over  the  original  budget.  The 
other  items  are  not  expected  to  increase  in 
direct  ratio  to  production,  but  only  to  the 
extent  of  the  rate  of  variability  shown. 

For  example,  the  item  of  compressor  ex- 
pense  shows  a  variability  factor  of  20,  and  it 
is  expected,  therefore,  that  this  item  of  ex- 
pense  will  only  increase  20  per  cent  of  50  per 
cent,  or  10  per  cent.  The  items  of  deprecia- 
tion,  insurance  and  taxes,  have  a  zero  rate  of 
variability  and,  therefore,  remain  fixed  re, 
gardless  of  the  volume  of  production. 

In  February,  the  example  shows  that  the 
actual  production  was  3,000  hours,  or  25  per 
cent  below  the  expected  production.  The 
items  with  a  rate  of  100  per  cent  variability 
show  a  decrease  of  25  per  cent  from  the 
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original  budget.  However,  the  item  of  power, 
for  example,  shows  a  rate  of  variability  of  50 
per  cent,  and  it  is  expected  that  the  power 
cost  will  drop  only  50  per  cent  of  25  per  cent, 
or  12.5  per  cent. 

The  rate  of  $1.30  per  hour  is  the  standard 
burden  rate  for  the  department  illustrated 
and  for  the  year  under  consideration.  The 
differences  between  the  adjusted  budget  and 
the  absorbed  burden  (actual  hours  multiplied 
by  $1.30)  are  transferred  to  Reserve  for  Un^ 
absorbed  Burden  Accounts  since  they  rep' 
resent  losses  and  gains  due  to  actual  produc 
tion  being  less  or  greater  than  the  budgeted 
production.  Debits  accumulating  in  this  ac 
count  during  months  when  actual  production 
is  less  than  budgeted  are  expected  to  be  off- 
set by  credits  during  months  when  it  exceeds 
the  budget.  Differences  between  the  actual 
expenses  and  the  adjusted  budget  are  taken 
into  operating  results  for  the  month. 

The  monthly  budget  comparison  prepared 
by  the  treasurer  includes  the  adjusted  budget 
figures  and  actual  expenses  for  all  depart' 
ments  and  for  all  plants.  The  monthly  budget 
comparison  also  contains  cumulative  figures 
for  the  year  to  date.  A  copy  of  this  is  sub- 
mitted  to  each  plant  manager  so  that  he  may 
compare  his  performance  with  that  of  the 
other  plants. 


Incentive  Plan  Based  on  Budget 
Accomplishment 

An  incentive  plan  for  foremen  is  a  part  of 
the  budget  system  of  this  company.  Each 
foreman  is  paid  a  bonus  based  on  two  factors, 
one  being  his  efficiency  in  respect  to  keeping 
within  the  budget  allowance,  the  other  being 
his  efficiency  of  operation.  FjDr  example,  the 
foremen  in  the  shipping  departments  are  paid 
a  bonus  which  depends  on  keeping  expenses 
for  non-productive  labor  and  supplies  below 
the  budget  figures  which  have  been  adjusted 
to  actual  production,  and  also  on  the  unit 
cost  of  shipping  per  $100  value  of  goods 
shipped.  The  bonuses  of  the  foremen  in  the 
die  casting  department  are  figured  on  the 
basis  of  keeping  actual  costs  within  the  limits 
set  by  the  adjusted  budget,  and,  in  addition, 
by  the  efficiency  of  the  die  casting  operators. 
For  figuring  this  last  item  on  each  job  sent 
through  the  die  casting  room,  machine 
standards  are  determined  by  time  studies. 
These  standards  are  expressed  in  cuts  per 
hour  and  the  efficiency  of  the  operator  is  de- 
termined  by  dividing  his  average  number  of 
cuts  per  hour  on  tl^t  job  by  the  predeter- 
mined standard  cuts  per  hour.  The  efficiency 
of  the  foreman  is  the  composite  efficiency 
of  all  operators  under  his  jurisdiction. 


American  Sales  Book  Company,  Ltd. 


The  manufacturing  division  of  the  Amer- 
ican Sales  Book  Company,  Ltd.  (Elmira,  N.  Y.) 
is  budgeted  under  two  headings,  the  first  in 
terms  of  products  called  the  Production 
Budget  and  the  second  in  terms  of  cost  called 
the  Cost  of  Production  Budget.  Each  of 
these  two  budgets  must  be  approved  by  the 
manufacturing  division  sub-committee  of  the 
Budget  Committee  before  being  submitted  to 
the  general  manager  for  inclusion  in  the  com- 
pany's over-all  budget. 

Production  Budget 

The  Production  Budget  is  compiled  in 
three  sections: 

I.  Shipments  to  customers. 


2.  Shipments  to  associated  companies. 

3.  Transfers,  which  represent  production 
for  Intra-Company  or  Inter-Depart- 
ment use. 

For  the  preparation  of  the  Production 
Budget,  the  factory  superintendent  is  fur- 
nished with  the  estimate,  approved  by  the 
Budget  Committee,  of  monthly  shipments  by 
class  of  production,  and  based  on  the  monthly 
sales  to  customers  and  associated  companies. 
The  superintendent  estimates  the  amount  of 
transfers  of  products  within  the  company  by 
the  two  major  divisions: 

(a)  Transfers  Intra-Company. 

(b)  Transfers  Inter-Department. 


The  two  items.  Transfers  Intra-Company 
and  Transfers  Inter-Department,  are  calcu- 
lated for  each  class  of  product  by  applying 
the  current  period  ratio  of  these  items  to  the 
sum  of  shipments  to  customers  and  ship- 
ments to  associated  companies,  as  shown  on 
the  monthly  budget  total  of  shipments. 

Cost  of  Production  Budget 

The  estimates  used  in  the  Cost  of  Produc- 
tion Budget  are  prepared  by  several  methods 
and  by  several  individuals  as  illustrated  in 
the  following  items. 

I.     Materials 

The  factory  superintendent  estimates  the 
cost  of  materials  used  by  class  of  product, 
taking  as  a  basis  the  current  ratio  of  cost  of 
materials  used  to  the  value  of  total  produc- 
tion. The  following  factors,  which  influence 
the  cost  of  materials,  are  considered: 

1.  Probable  revision  of  selling  price  of 
products.  (The  factory  superintendent 
as  a  member  of  the  executive  committee 
tuill  have  \nowledge  of  any  proposed 
change  in  selling  prices.) 

2.  Market  and  contract  prices.  {This  in- 
formation is  obtained  from  the  purchas- 
ing agent.) 

3.  Variations  in  percentage  of  waste  of 
material. 

2.     Waste 

An  interesting  feature  of  the  budget  pro- 
gram, as  carried  out  by  the  American  Sales 
Book  Company,  is  the  use  of  a  Waste  Con- 
trol Budget.  This  budget  is  prepared  by  the 
head  of  the  Waste  Control  Department  who 
submits  to  the  superintendent  figures  of 
anticipated  waste  and  Waste  Control  De- 
partment wages.  When  approved  by  the 
superintendent,  these  estimates  constitute 
the  Waste  Control  Budget. 

3.     Inter'Department  Materials 

The  Cost  of  Production  Budget  includes  a 
figure  for  Inter-Department  materials.  This 
monthly  figure  is  calculated  by  the  factory 
superintendent  for  each  of  the  three  classes  of 
product — sales  books,  register  supplies,  and 
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continuous  forms.  As  an  example,  the  cur^ 
rent  period  percentage  of  cost  of  carbon  con- 
tent to  the  total  production  of  each  class  of 
product  is  applied  to  the  monthly  budget. 
This  calculation  is  increased  or  decreased  by 
any  anticipated  variation  in  the  cost  of 
carbon. 

4.     Labor 

The  Cost  of  Production  Budget  includes 
an  estimate  for  direct  manufacturing  labor. 
In  making  this  estimate,  the  weekly  budget 
figures  for  the  first  thirteen  weeks  and 
monthly  figures  for  the  succeeding  three 
months  are  estimated  by  each  department 
head  in  consultation  with  the  superin- 
tendent. To  insure  the  proper  control  of  this 
class  of  expense,  weekly  departmental  wage 
reports  are  submitted  to  the  superintendent. 
They  show  the  ratio  of  actual  and  budget 
figures  together  with  the  labor  figures  of  the 
corresponding  week  of  the  previous  month. 

General  factory  labor  is  budgeted  under 
the  following  headings: 

1.  Supervision 

2.  Clerks 

3.  Clerks'  service 

4.  Stock  handling 

5.  Sweepers  and  night  watchmen 

6.  Waste  control 

The  estimates  for  these  items  are  made  by 
the  superintendent  and  submitted  to  the 
manufacturing  division  sub-committee  for 
inclusion  in  the  budget. 

5.  Depreciation 

The  budget  allowance  for  depreciation  is 
furnished  by  the  accountant  and  approved  by 
the  treasurer  before  inclusion  in  the  Cost  of 
Production  Budget. 

6.  Power,  Heat  and  Light 

The  expense  for  power  is  estimated  by  the 
plant  maintenance  supervisor  and  approved 
by  the  superintendent  before  it  is  submitted 
to  the  manufacturing  division  sub-committee. 
Estimates  for  light  and  heat  are  also  fur- 
nished by  the  plant  maintenance  supervisor 
under  the  following  headings: 
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1.  Wages 

2.  Coal 

3.  Water 

4.  Light  and  gas 

7.  Repairs  and  Maintenance 

In  preparing  the  Budget  for  Repairs  and 
Maintenance,  the  plant  maintenance  super' 
visor  makes  a  survey  prior  to  the  budget 
period  and  presents  his  recommendations  to 
the  superintendent  who  then  prepares  the 
Budget  in  three  sections : 

1.  Repairs  and  maintenance  to  buildings 

2.  Repairs  and  maintenance  to  plant ;  wages 

3.  Repairs  and  maintenance  to  plant;  ma^ 
terials  and  expenses 

8.  Transportation,  Insurance  and  Taxes 

The  budget  figures  for  freight,  express  and 
cartage,  postage,  insurance  and  taxes  are 
calcukted  by  the  accounting  department  and 
submitted  to  the  factory  superintendent  for 
his  approval. 

The  budget  figure  for  traveling  expense  is 
prepared  by  the  superintendent  who  makes 
an  estimate  of  the  traveling  expenses  incurred 
by  each  individual  for  the  coming  budget 
period.  The  factory  superintendent  also  fur- 
nishes an  estimate,  by  operating  departments, 
of  manufacturing  errors  chargeable  to  that 
department. 

9.  Factory  Alterations 

Prior  to  the  budget  period,  the  superin- 
tendent,  in  a  conference  with  the  foremen, 
obtains  their  views  regarding  improvements 
or  economies  to  be  effected  by  contemplated 
changes  and  factory  alterations.  As  a  result 
of  this  conference,  the  superintendent  pre 
pares  an  estimate  for  factory  alterations. 


10.  Telephone  and  Telegraph  Expense 

The  factory  is  charged  with  the  propor- 
tion  of  the  service  charge  for  telephone  and 
telegraph  expense  on  the  basis  of  the  number 
of  phones  in  the  factory  to  the  total  number 
of  phones  in  the  plant.  To  this  figure  the 
superintendent  adds  a  detailed  estimate  of 
long  distance  calls  and  telegraph  charges. 

11.  Stationery  and  Supplies 

The  factory  superintendent  also  supplies 
an  estimate  for  stationery  and  supplies.  For 
the  preparation  of  this  estimate,  an  analysis 
of  the  cost  of  all  forms  used  in  previous 
periods  is  prepared  by  the  accounting  de- 
partment.  An  inventory  list  is  also  made 
up  by  the  supply  department  showing  the 
number  of  forms  on  hand  and  the  estimated 
time  that  the  forms  will  last.  Supplies  are 
made  up  or  purchased  in  quantities  sufficient 
to  last  a  year  and  the  total  cost  is  charged  to 
expense  at  the  time  of  manufacture  or 
purchase. 

The  factory  superintendent  also  prepares 
an  estimate  of  manufacturing  supplies  under 
the  following  sections: 

1.  Composing  department 

2.  Stereotype  department 

3.  Electrical 

4.  Rollers 

5.  General  factory  supplies 

12.  Miscellaneous  Expenses 

The  accounting  department  prepares  an 
estimate  of  workmen's  compensation  expense 
which  is  submitted  to  the  factory  superin^ 
tendent  for  his  approval  before  inclusion  in 
the  Cost  of  Production  Budget. 

An  estimate  of  those  items  which  cannot 
be  allocated  to  a  specific  account  is  prepared 
under  the  caption  "Miscellaneous."''* 


Norton  Company 


The  Norton  Company  of  Worcester,  Mass., 
in  building  its  budget  system,  realized  that 
variations  between  actual  and  budget  per- 
formance fell  into  two  classes — (i)  differ- 
ences due  to  the  variation  of  actual  sales  and. 


therefore,  actual  production,  and  (2)  differ- 
ences due  to  the  variation  of  actual  costs, 
either  below  or  above  standard.  The  budget 
system  was  planned,  therefore,  to  bring  out 
these  differences. 


Preparation  of  Budget  Standards 

In  setting  up  the  budget  standards,  the 
Norton  Company  made  an  intensive  and  de- 
tailed analysis  of  all  expense  accounts  carried 
on  the  company's  ledgers.  The  analysis  con- 
sisted of  comparing,  over  a  period  of  years, 
the  expense  shown  by  the  accounts  of  each 
productive  manufacturing  department  with 
the  production  of  that  department.  The  ex- 
pense accounts  of  non-productive  manu- 
facturing service  departments  were  com- 
pared with  total  plant  production,  while 
sales  were  the  basis  in  the  administrative  and 
sales  departments. 

This  information  v^s  plotted  on  graphs, 
one  for  each  expense  account,  the  abscissa  or 
horizontal  side  of  the  graph  representing  pro- 
duction or  sales,  while  the  ordinate  or  vertical 
side  of  the  graph  was  the  actual  expense  for 
the  account.  Through  the  points  thus  plotted, 
a  curve  was  drawn,  this  curve  being  in  the 
form  of  a  straight  line,  hyperbola,  or  broken 
line,  depending  on  the  character  of  the 


account.  For  example,  the  productive  labor 
curve  of  a  manufacturing  department  would 
be  a  straight  line,  similar  to  Figure  3,  below, 
since  the  labor  cost  varies  almost  directly 
with  production.  Curves  for  depreciation, 
taxes,  insurance  and  similar  fixed  items, 
would  be  straight  lines,  parallel  to  the 
abscissa,  since  these  expenses  are  practically 
constant  at  any  and  all  levels  of  production 
volume.  Curves  for  department  supervision 
and  clerical  expense  would  be  similar  to  that 
shown  in  Figure  4,  page  18,  since  this  item  of 
expense  is  affected  only  partly  by  changes  in 
production  volume.  Thus  the  curves,  one  of 
which  has  been  prepared  for  each  expense 
account,  actually  represent  standard  costs  for 
that  account  at  all  levels  of  production 
volume. 

With  the  standard  labor  and  overhead 
costs  prepared  in  this  manner  for  any  amount 
of  production,  and  with  material  standards 
set  by  means  of  standard  material  specifica- 
tions, the  compilation  of  the  manufacturing 
budget  is  relatively  simple. 


_  Mreci  Labor 

'Allowance 

4^  15,000 


PRODUCTION- DIRECT  LABOR  CURVE 
Department 


'$1,000,000^ 


$2,000,000 


$3,000,000 
Production  Dollars  —List  Value  — 


'$4,000,000 


x6 


Figure  3 — Direct  Labor  Allowance  for  Varying  Volumes  of  Production 
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SUPERVISION 
ALLOWANCE 


PRODUCTION    SUPERVISION 


DEPARTMENT 


$1^00 
1^00 

yoo 

1,000 
900 
800 

7oa 

600 
500 
400 
300 
200 
>00_ 

flooopco" 


"jZflOo^oQ^  '$3,oo6poo^  '$4-,oo6;ooo" 

PRODUCTION-DOLLARS 
Figure  4 —  Allowance  for  supervision  at  different  production  levels 


Sales  Estimates  Basis  of  Budget 

The  manufacturing  budgets  are  based  on 
estimates  of  sales.  Since  the  greater  part  of  the 
Norton  Company's  business  is  in  products 
made  to  customers'"  specifications,  the  sales 
estimate  is  not  prepared  in  terms  of  units  of 
product.  Sales  estimates  are  made  by  the  use 
of  business  forecasts,  sales  statistics  and  past 
experience,  and  are  prepared  by  product 
classes.  Certain  standard  items,  however, 
are  budgeted  in  terms  of  units  of  product  and, 
when  adjusted  to  inventories,  this  estimate 
becomes  the  production  schedule  for  those 
items. 

Preparation  of  the  Budget 

After  the  sales  estimate  has  been  sub' 
mitted  and  approved,  the  budget  officer  pre^ 
pares  the  manufacturing  budgets,  using  as  his 
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base  the  amount  of  production  allotted  to 
each  department.  By  referring  to  the  graphs, 
he  determines  for  each  department  the 
amount  of  expense,  by  account,  which  is 
standard  for  the  scheduled  production.  Draw' 
ing  off  these  figures,  he  assembles  them  on  a 
form,  account  by  account  in  each  depart' 
ment,  and  this  form  becomes  that  depart' 
ment's  budget.  Additional  allowances  on 
some  accounts  are  made  over  the  standard 
when  it  appears  that  the  standard  will  not 
allow  for  the  most  efficient  operation  of  a 
department.  For  example,  the  foreman  of  a 
department  may  know  that  certain  equip' 
ment  will  need  extensive  repairs  during  the 
coming  budget  period.  If  the  maintenance 
allowance  is  not  sufficient  for  this  purpose, 
an  additional  maintenance  allowance  is  made 
at  the  beginning  of  the  period  so  that  the 
foreman  will  not  be  tempted  to  put  off  the 
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Figure  5 — Report  of  Budget  Accomplishment — First  Page 


repairs  until  the  equipment  breaks  down 
entirely. 

Comparison  of  Budget  to  Actual 
Performance 

At  the  end  of  each  quarter,  the  actual  rc' 
suits  are  plotted  on  the  graphs  and  all  varia' 
tions  over  and  under  the  curve  must  be 
accounted  for.  Variations  under  the  curve, 
especially  in  the  maintenance  accounts,  are 
indicative  of  the  fact  that  equipment  is  not 
being  cared  for  properly,  and  such  a  report 
usually  calls  for  an  investigation.  These  quar^ 
terly  results  are  plotted  as  points  but  are  not 
drawn  in  as  curves. 

Monthly  and  quarterly,  the  same  results 
are  entered  in  a  series  of  bound  statistical 
forms  in  which  the  budget  and  actual  accom" 
plishments  are  compared.  The  management 
operating  report  is  made  up  from  the  figures 
shown  in  this  volume. 


If  for  any  lengthy  period  of  time  the 
points  representing  actual  accomplishment 
remain  consistently  over  the  curve,  the  curve 
is  changed  so  that  the  standards  which  it 
represents  will  be  modified  in  view  of  altered 
conditions.  For  example,  if  the  base  rate  for 
productive  employees  was  increased  in  any 
department,  the  curve  would  be  changed 
so  as  to  take  into  consideration  these  new 
wage  conditions. 

Report  of  Budget  Accomplishment 

The  budget  system  of  the  Norton  Com' 
pany  includes  a  report  of  budget  accomplish' 
ment  submitted  to  the  head  of  each  depart' 
ment  in  the  form  shown  in  Figures  5  and  6, 
pages  19  and  20.  These  two  forms  are  com' 
bined  in  a  booklet  and  are  reviewed  by  the 
works  manager,  the  budget  officer,  the  meth' 
ods  department,  the  general  foreman,  the  de' 
partment  foreman  and  the  assistant  foreman. 
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Figure  6 — Report  of  Budget  Accomplishment — Second  Page 


In  the  graph.  Figure  6,  is  shown  the  de' 
partment's  prcxluction  for  three  preceding 
years.  Curves  are  also  plotted  on  this  graph 
for  the  major  expense  items  incurred  by  the 
department,  both  for  the  current  period  as 
well  as  for  the  preceding  years. 

The  Department  Budget  and  Expenditure 
Report  (Figure  5)  which  accompanies  this 
graph  is  worthy  of  considerable  attention, 
since  it  is  this  report  which  shows  up  the 
differences  due  to  incorrect  estimates  on  one 
hand  and  faulty  supervision  on  the  other. 
The  last  three  columns  of  this  form,  headed 
"Budget,''  are  used  for  placing  the  original 
estimates.  In  the  first  of  these  three  columns, 
headed  "Original  Amount,''  is  placed  the  esti- 
mated production  and  the  corresponding  ex- 
penses  taken  from  the  graphs  at  this  produc- 
tion level.  The  second  column  is  used  for 
inserting  any  additions  over  and  above  the 
budget  allowance,  as  explained  in  a  preceding 


paragraph.  The  final  column  represents  the 
sum  of  the  two  preceding  columns. 

The  first  three  columns,  after  that  headed 
"Item,"  are  used  for  recording  the  actual  pro' 
duction  and  expenses  month  by  month,  the 
quarterly  total  being  placed  in  the  fourth 
column.  For  this  particular  report,  it  will  be 
noted  that  the  actual  production  as  shown 
on  the  first  line  of  the  fourth  column  is  less 
than  the  budget  estimate  of  production. 
Since  this  situation  exists,  it  is  evident  that 
actual  expense  should  not  be  as  much  as  the 
budget.  In  order  to  determine  what  the  ex- 
pense should  be  for  actual  production,  at  the 
close  of  the  quarter  the  account  graphs  are 
consulted  and  the  cost  standards  for  actual 
production  are  taken  off  and  recorded  in  the 
column  headed  ^'Standard  for  Actual  Produc- 
tion." Any  differences  between  the  items  as 
shown  in  column  four  and  those  in  column 
five  represent  the  cost  differences  due  to 


management.  The  difference  between  column 
four  and  column  six  represents  the  effective- 
ness of  the  estimates. 

Through  a  report  of  budget  accomplish- 
ment of  this  type,  one  of  the  chief  difficulties 
of  budget  reports  has  been  eliminated.  The 
type  of  budget  report  which  shows  only  the 
difference  between  budgeted  and  actual 


expenditures,  does  not  offer  the  best  control  if 
production  does  not  equal  the  sales  estimate 
or  the  amount  laid  down  in  the  original  pro- 
duction schedule.  When  this  condition  exists, 
although  actual  and  budgeted  expense  may 
coincide,  it  is  possible  that  the  unit  cost  will 
be  greater  than  standard  yet  not  be  noticed 
in  the  budget  procedure. 


The  Fairbanks  Company 
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The  first  step  in  the  budgeting  procedure  of 
The  Fairbanks  Company  of  New  York,  N.  Y., 
is  the  preparation  of  a  series  of  flexible  fore- 
casts of  sales,  income,  factory  production, 
profit  and  loss,  and  balance  sheets,  the  bases 
of  the  financial  budget.  These  flexible  fore- 
casts take  the  operating  results  of  a  normal 
year  and  increase  therefrom  in  steps  of  5  per 
cent  up  to  25  per  cent  over  a  normal  year. 
They  also  decrease  from  normal  in  steps  of  10 
per  cent  down  to  the  "break-even  point". 
The  "break-even  point"  is  that  percentage  of 
productive  capacity  below  which  operations 
take  place  at  a  loss.  The  flexible  forecasts  are 
based  on  the  expectation  of  selling  the  factory 
production  at  each  level  so  that  the  forecast 
for  production,  sales,  profit  and  loss,  and  bal- 
ance sheet  are  in  step  one  with  the  other. 

Production  Estimate 

The  budget  procedure  of  this  company 
next  calls  for  an  estimate  of  the  volume  to  be 
turned  out  during  the  following  year  in  terms 
of  good  castings  produced.  The  flexible  fore- 
casts are  used  in  conjunction  with  the  budget 
built  around  the  production  estimate,  so 
that  if  and  when  production  falls  below  or 
above  the  estimate  the  actual  production 
costs  can  be  compared  with  the  flexible  fore- 
cast having  a  production  volume  correspond- 
ing to  actual  production.  These  flexible  fore- 
casts indicate  how  closely  costs  are  being 
kept  to  normal  when  actual  production  does 
not  correspond  to  the  estimate  prepared  at 
the  first  of  the  year. 

The  Production  Budget  of  The  Fairbanks 
Company's  Binghamton  Valve  Factory  is 
prepared  under  three  headings: 


(a)  Direct  materials 

(b)  Department  expense 

(c)  Factory  general  expense 

Materials  Budget 

Budgets  for  Direct  Materials  are  prepared 
for  both  the  Brass  Valve  Division  and  the 
Iron  Valve  Division,  each  being  sub-divided 
into  departmental  budgets  listing  all  the  raw 
materials  used  in  the  department.  Figure  7, 
page  22,  illustrates  the  IXrect  Materials  Bud- 
get for  the  Brass  Valve  Division. 

Department  Expense  Budgets 

Three  Department  Expense  Budgets  are 
prepared,  one  for  the  Brass  Valve  Division, 
one  for  the  Iron  Valve  Division,  and  one  for 
the  Service  Division.  The  divisional  budgets 
are  broken  down  into  budgets  for  each  sub- 
sidiary foreman-controlled  department.  The 
Department  Expense  Budgets  include  direct 
labor,  indirect  labor,  departmental  supplies 
and  all  other  expenses  directly  controlled  by 
the  foreman  of  that  department.  Figure  8, 
page  22,  illustrates  the  Department  Expense 
Budget  for  the  Brass  Valve  Division. 

General  Expense  Budget 

Figure  9,  page  22,  illustrates  the  Budget 
for  Factory  General  Expense.  This  budget  is 
divided  into  administrative  and  service  de- 
partments as  well  as  all  items  of  supervision 
and  fixed  expense.  In  making  estimates  for 
the  factory  general  expenses,  all  items  are 
considered  controllable  with  the  exception  of 
insurance,  taxes  and  depreciation. 
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Figure  6-    Report  of  Budget  Accomplishment-   Second  Page 


In  the  graph,  Figure  6,  is  shown  the  de- 
partment's production  for  three  preceding 
years.  Curves  are  also  plotted  on  this  graph 
for  the  major  expense  items  incurred  by  the 
department,  both  for  the  current  period  as 
well  as  for  the  preceding  years. 

The  Department  Budget  and  Expenditure 
Report  (Figure  5)  which  accompanies  this 
graph  is  worthy  of  considerable  attention, 
since  it  is  this  report  which  shows  up  the 
differences  due  to  incorrect  estimates  on  one 
hand  and  faulty  supervision  on  the  other. 
The  last  three  columns  of  this  form,  headed 
"Budget,"  are  used  for  placing  the  original 
estimates.  In  the  first  of  these  three  columns, 
headed  "Original  Amount,''  is  placed  the  esti' 
mated  production  and  the  corresponding  ex- 
penses  taken  from  the  graphs  at  this  produc- 
tion level.  The  second  column  is  used  for 
inserting  any  additions  over  and  above  the 
budget  allowance,  as  explained  in  a  preceding 


paragraph.  The  final  column  represents  the 
sum  of  the  two  preceding  columns. 

The  first  three  columns,  after  that  headed 
"Item,"  are  used  for  recording  the  actual  pro' 
duction  and  expenses  month  by  month,  the 
quarterly  total  being  placed  in  the  fourth 
column.  For  this  particular  report,  it  will  be 
noted  that  the  actual  production  as  shown 
on  the  first  line  of  the  fourth  column  is  less 
than  the  budget  estimate  of  production. 
Since  this  situation  exists,  it  is  evident  that 
actual  expense  should  not  be  as  much  as  the 
budget.  In  order  to  determine  what  the  ex- 
pense should  be  for  actual  production,  at  the 
close  of  the  quarter  the  account  graphs  are 
consulted  and  the  cost  standards  for  actual 
production  are  taken  off  and  recorded  in  the 
column  headed  "Standard  for  Actual  Produc- 
tion." Any  differences  between  the  items  as 
shown  in  column  four  and  those  in  column 
five  represent  the  cost  differences  due  to 


management.  The  difference  between  column 
four  and  column  six  represents  the  effective- 
ness of  the  estimates. 

Through  a  report  of  budget  accomplish- 
ment of  this  type,  one  of  the  chief  difficulties 
of  budget  reports  has  been  eliminated.  The 
type  of  budget  report  which  shows  only  the 
difference  between  budgeted  and  actual 


expenditures,  does  not  offer  the  best  control  if 
production  does  not  equal  the  sales  estimate 
or  the  amount  laid  down  in  the  original  pro- 
duction schedule.  When  this  condition  exists, 
although  actual  and  budgeted  expense  may 
coincide,  it  is  possible  that  the  unit  cost  will 
be  greater  than  standard  yet  not  be  noticed 
in  the  budget  procedure. 


The  Fairbanks  Company 


The  first  step  in  the  budgeting  procedure  of 
The  Fairbanks  Company  of  New  York,  N.  Y., 
is  the  preparation  of  a  series  of  flexible  fore^ 
casts  of  sales,  income,  factory  production, 
profit  and  loss,  and  balance  sheets,  the  bases 
of  the  financial  budget.  These  flexible  fore- 
casts take  the  operating  results  of  a  normal 
year  and  increase  therefrom  in  steps  of  5  per 
cent  up  to  25  per  cent  over  a  normal  year. 
They  also  decrease  from  normal  in  steps  of  10 
per  cent  down  to  the  "break-even  point". 
The ''break-even  point"  is  that  percentage  of 
productive  capacity  below  which  operations 
take  place  at  a  loss.  The  flexible  forecasts  are 
based  on  the  expectation  of  selling  the  factory 
production  at  each  level  so  that  the  forecast 
for  production,  sales,  profit  and  loss,  and  bal- 
ance sheet  are  in  step  one  with  the  other. 

Production  Estimate 

The  budget  procedure  of  this  company 
next  calls  for  an  estimate  of  the  volume  to  be 
turned  out  during  the  following  year  in  terms 
of  good  castings  produced.  The  flexible  fore- 
casts are  used  in  conjunction  with  the  budget 
built  around  the  production  estimate,  so 
that  if  and  when  production  falls  below  or 
above  the  estimate  the  actual  production 
costs  can  be  compared  with  the  flexible  fore- 
cast having  a  production  volume  correspond- 
ing to  actual  production.  These  flexible  fore- 
casts indicate  how  closely  costs  are  being 
kept  to  normal  when  actual  production  does 
not  correspond  to  the  estimate  prepared  at 
the  first  of  the  year. 

The  Production  Budget  of  The  Fairbanks 
Company's  Binghamton  Valve  Factory  is 
prepared  under  three  headings: 


(a)  Direct  materials 

(b)  Department  expense 

(c)  Factory  general  expense 

Materials  Budget 

Budgets  for  Direct  Materials  are  prepared 
for  both  the  Brass  Valve  Division  and  the 
Iron  Valve  Division,  each  being  sub-divided 
into  departmental  budgets  hsting  all  the  raw 
materials  used  in  the  department.  Figure  7, 
page  22,  illustrates  the  Direct  Materials  Bud- 
get for  the  Brass  Valve  Division. 

Department  Expense  Budgets 

Three  Department  Expense  Budgets  are 
prepared,  one  for  the  Brass  Valve  Division, 
one  for  the  Iron  Valve  Division,  and  one  for 
the  Service  Division.  The  divisional  budgets 
are  broken  down  into  budgets  for  each  sub- 
sidiary foreman-controlled  department.  The 
Department  Expense  Budgets  include  direct 
labor,  indirect  labor,  departmental  supplies 
and  all  other  expenses  directly  controlled  by 
the  foreman  of  that  department.  Figure  8, 
page  22,  illustrates  the  Department  Expense 
Budget  for  the  Brass  Valve  Division. 

General  Expense  Budget 

Figure  9,  page  22,  illustrates  the  Budget 
for  Factory  General  Expense.  This  budget  is 
divided  into  administrative  and  service  de- 
partments as  well  as  all  items  of  supervision 
and  fixed  expense.  In  making  estimates  for 
the  factory  general  expenses,  all  items  are 
considered  controllable  with  the  exception  of 
insurance,  taxes  and  depreciation. 
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METROPOLITAN  LIFE  INSURANCE  COMPANY 


THE  MANUFACTURING  EXPENSE  BUDGET 


Budget  Construction 

The  Fairbanks  Company's  budget  is  con^ 
structed  on  the  theory  that  all  direct  ma^ 
terials  and  department  expense  (Figures  7 
and  8)  vary  in  direct  proportion  to  the 
amount  of  production,  with  the  result  that 
they  are  fixed  at  a  certain  amount  per  ton  of 
good  castings  produced.  Although  the  Ma^ 
terials  Budget  includes  only  those  items 
which   can    be   identified   in   the    finished 
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product,  all  other  materials  being  classified  as 
expense  supplies  chargeable  directly  to  the 
consuming  department,  all  materials,  both 
direct  and  indirect,  are  considered  as  being 
directly  in  proportion  to  production  volume. 

Indirect  labor  has  been  divided  into  two 
classes:  hourly  and  day  work,  and  foremen 
and  clerks.  The  hourly  and  day  work  indirect 
labor  is  included  in  the  Department  Expense 
Budgets  and  it  is  assumed  that  this  item  of 
cost  will  vary  directly  with  production;  as  a 
consequence,  it  is  budgeted  at  so  much 
per  ton.  Foremen  and  clerical  salaries 
are  included  in  the  Factory  General 
Expense  Budget  and  are  budgeted  in 
dollars  for  each  department,  and  also 

Figure  7 
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Figure  8 
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Departmental  and  Factory  Overhead 
Schedules  and  Budget  Comparison 
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CoBponoatloo  loauraoco 
Mlooollaaoouo 
Total 

BRAfS  liOULDlm 

Slroct  Labor 
ladlroet  tabor  IU).W. 
aaad 

Coro.  Olio.  CoBpoiMido 
Puolo 

Berooa.  ntUi«a 
Tool! 

Pamr,  Raat  k  Light 
Staal,  Iron  Stook 
taooably  Dopt.  torap 
Spoilod  Vork 
Tool  Dopt.  Sorrloo 
Pattara  Dopt.  Soroloo 
Ropairo  k  Ronooalo 
Coaponootlon  laauraaca 
Mlooollaoaouo 
Total 

an?S3u>oi^T 
Dlroct  Ubor 
ladlroet  Ubor  R.D.«. 
Sand 

Cara,  Ollat  Co^ouada 
rualo 
Cruolbloa 
Soron,  rittlBgt 
Toolo 

Pomr,  Hoat  t  Light 
Staal.  Iroa  Stock 
leld 

Aoooaibly  Dopt.  Scrap 
Spoilod  fork 
Tool  Dopt.  Sorvlco 
Itc. 

Total 

in  cost  per  ton  for  the  estimated  volume  of 
production.  In  this  manner,  hourly  and  day 
work  indirect  labor  cost  per  ton  is  constant 
at  each  production  level,  while  foremen  and 
clerks  indirect  labor  cost  per  ton  is  fixed  for 
the  estimated  amount  of  production. 

The  budgets  of  The  Fairbanks  Company 
are  based  on  the  average  costs  per  ton  as  dc 
termined  from  the  previous  year's  operations, 
after  making  certain  adjustments  therein  to 
reflect  expected  savings  due  to  the  introduc- 
tion of  manufacturing  economies.  Thus,  all 
the  items  included  in  the  Direct  Materials 
Budgets  and  the  Department  Expense  Bud- 
gets are  fixed  at  a  certain  cost  per  ton  no 
matter  what  productivity  amounts  to.  All 
items  appearing  in  the  Factory  General  Ex- 
pense Budget  are  estimated  in  the  manner 
described  above  for  foremen  and  clerks  in 
dollars  for  the  budget  period  as  well  as  in  cost 
per  ton  at  the  volume  level  called  for  in  the 
production  estimate. 

The  effect  of  this  procedure  is  that,  if  the 
factory  realizies  the  quantity  of  production 
set  in  the  schedule,  the  cost  per  ton  of  these 
items  will  be  equivalent  to  the  budgeted  cost 
per  ton.  If  the  production  does  not  come  up 
to  the  estimate,  there  will  be  a  variation  in 
cost  per  ton  which  is  shown  as  a  variance  due 
to  change  in  production,  and  is,  of  course,  apart 
from  the  dollar  variation  from  the  budget. 

The  production  estimate  discussed  in  a 
previous  paragraph  is  prepared  in  tons  of 
good  castings  produced,  not  in  terms  of  units 
of  product.  Since  no  estimate  is  made  of  the 
kinds  of  valve  to  be  produced,  the  budget 
cannot  be  expressed  in  terms  of  unit  costs. 
Unit  costs  are  determined,  however,  to  re- 
flect the  actual  manufacturing  costs  at  the 
time  goods  are  produced.  By  this  system  all 
the  actual  expenses  of  the  factory  during 
each  period  are  distributed  to  the  production 
of  the  period.  This  results  in  a  week  to  week 
variation' in  unit  costs,  due,  in  a  great 
measure,  to  volume  changes  in  production. 

In  figuring  the  unit  costs,  the  production 
order  system  is  used  whereby  an  order  is 
issued  for  a  certain  quantity  of  a  particular 
type  and  sizie  of  part,  and  all  of  the  material 
and  labor  used  on  the  particular  order  is 


charged  to  it.  The  total  overhead  of  the 
period  or  periods  in  which  the  order  is  being 
worked  is  spread,  on  the  basis  of  direct  labor, 
to  all  of  the  orders  in  process  at  the  time 
each  department's  expense  is  distributed. 
The  Factory  General  Expense  is  also  dis- 
tributed to  all  of  the  orders  worked  on  dur- 
ing the  period  on  the  basis  of  direct  labor.  In 
doing  this,  the  manufactured  goods  reflect 
the  actual  cost  of  production,  absorbing  all  of 
the  material,  labor  and  overhead  expended 
during  the  period  or  periods  in  which  they 
are  in  process.  On  this  basis,  goods  are  put 
into  stock  and,  on  this  basis,  they  are  costed 
out  and  the  profit  and  loss  determined.  Under 
these  conditions  the  budget  becomes  pri- 
marily an  instrument  of  control  and  analysis. 
To  aid  in  controlling  the  manufacturing 
expense,  schedules  are  prepared  at  the  close 
of  the  week  for  every  department,  showing 
the  actual  expenditures  made  in  the  depart- 
ment for  each  of  the  budgeted  items,  and 
comparing  these  with  the  amounts  allowed 
by  the  budget.  These  schedules  are  also 
carried  out  to  show  the  same  information  for 
the  total  to  date. 

Comparison  of  Aaual  to  Budget 
Performance 

In  order  to  bring  out  clearly  the  efi^ect  of 
variations  from  the  budget  on  the  cost  of 
manufacturing.  The  Fairbanks  Company  has 
set  up  manufacturing  reports  to  show  the 
costs  in  each  element  according  to  the  bud- 
get. These  reports  show  at  a  glance  what 
the  cost  of  manufacturing  should  have  been, 
what  it  actually  was,  and  the  amount  it  ex- 
ceeded or  was  within  the  budget.  In  addition 
to  showing  amounts  for  each  cost  element, 
the  report  also  contains  the  cost  per  ton  for 
each  class  of  product. 

The  budget  is  prepared  by  the  auditor  of 
The  Fairbanks  Company  located  in  the  New 
York  office.  He  receives  the  actual  results 
from  the  plant  cost  accountants  on  a  form  pre- 
pared for  that  purpose.  These  results  are 
then  compared  with  the  budget  and  the  com- 
prehensive budget  comparison  is  prepared  for 
the  financial  management,  copies  being  sent 
to  all  interested  executives. 
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A  BUDGET  PPOCEDURE 


THBOUGH  STANDAED  COSTS 


NOTE  ....  This  report  was  prepared  to  answer 
specific  questions  presented  by  a  Group  insur- 
ance policyholder  of  the  Metropolitan.   It  was 
coT.piled  with  special  reference  to  the  situa- 
tion confronting  the  organization  for  which  the 
work  was  done,  and  is  not  intended  as  an  all- 
inclusive  discussion  of  the  subject.  The  report 
has  haen  made  available  for  general  distribution 
because  it  is  believed  that  much  of  its  contents 
will  be  of  interest  to  executives  confronted  with 
similar  problems.   In  its  present  form,  refer- 
ences or  material  of  exclusive  interest  to  the 
compaiiy  for  which  it  was  prepared,  have  been  re- 
moved. 
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A  BUDGET  PEOCEDUPE 
THROUGH  STANDARD  COSTS 


There  ha^  been  a  pronounced  tendency  during  the  last  decade  for  many 
manufacturers  to  adopt  some  form  of  standard  costs.  Not  only  has  this  been 
manifested  through  the  action  of  individual  concerns,  but  also  through  the 
introduction  by  entire  industries  of  uniform  standard  cost  procedures.   These 
systems  are  claimed  to  have  caused  substantial  economies,  both  through  better 
control  over  operations  and  through  a  more  healthy  competitive  condition  re- 
suiting  from  Intelligent  use  of  reliable  operating  and  cost  data. 

The  evolution  of  standard  costs  is  described  as  follows  by  a  recent 
rontributor  to  the  Journal  of  Accountancy: 

"Cost  accountants  developed  cost  accountir^  in  answer  to 
to  a  demand  of  the  industries  for  a  means  whereby  they 
could  find  and  record  their  actual  costs  of  manufacture. 
After  findir^  their  costs,  they  realized  this  was  not 
enough  -  they  must  control  costs  -  and  the  result  was 
the  development  of  standard  costs." 

The  p-orpose  of  this  report  is  to  present  in  simplified  form  the 
standard  practices  of  one  concern  that  operates  successfully  under  standard 
costs.   The  illustration  is  presented  through  the  courtesy  of  the  Robert  Gair 
Company,  manufacturers  of  folding  boxes,  paperboard  and  corrugated  boxes.  It 
is  hoped  that  some  phases  of  the  system  may  be  adaptable  to  the  uses  of  other 
concerns. 

The  uBderlylr^  theme  of  the  Robert  Gair  Company  budget  Is  that  there 
are  certain  responalbUitlee  placed  upon  the  executive  and  the  aim  of  the  ac- 
counting procedure  is  to  give  the  accounting  facts  In  terms  of  these  responsi- 
Mlltles.  Relatively  few  systems  of  accounting  provide  this  information.  This 
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Standard  cost  procedure  likewise  simplifies  the  accounting  methods  considerably, 

In  order  to  provide  a  specific  example  of  the  operation  of  this 
system,  a  budget  period  of  100  hours  is  assumed,  during  which  the  standard 
production  is  200  units.  It  is  further  assumed  that  the  material  cost,  con- 


sisting of  materials  A  and  B,  is  as  follows: 


Standard  Allowance  (Tons) 


Material 


60 


Material 
B 

50 


Total 


Stqifidard  Cost  per  Ton  (including 

waste  allowajice)  $  30.OO     $  ^+-0.00 


Total  Standard  Material  Cost    180O.OO 
Standard  Material  Cost  per  Unit    9. 00 


2000.00     $3800.00 


10.00 


19.00 


Thus,  the  standard  material  cost  is  readily  reduced  to  a  unit  basis. 
A  comparison  of  standard  with  actual  costs,  including  waste  adjustments  and 
the  journal  entries  necessary  to  record  these  adjustments,  is  shown  in  Schedule 
D.  The  costs  by  direct  labor,  variable  burden  and  fixed  burden,  through  two 
operations,  numbers  1  and  2  may  now  be  traced.  The  assumptions  in  regard  to 
these  factors  are  as  follows: 


Total  Cost 


Cost  per  Hour-Operation  1 

-    "     2 


It 


tf 


Total  Cost  per  Hour 
Cost  ner  Unit 


Total  Standard 
Operating  Cost 

$2000.00 

13.00 
7.00 

20.00 

10.00 


Direct 
Labor 


3.00 
1.00 

4.00 


Variable 
B'or  den 


i^.OO 
2.00 

6.00 


2.00      5.00 


Fixed 
Burden 


$400.00   $600.00     $1000.00 


> 


6.00 
4.00 

10.00 

5.00 


JfoV^  Policyholders  Service   Bureau  „A^D 
iL  METROPOLITAN  UFE  INSURANCE  COMPANY 


> 


-  5  - 


The  standard,  administrative  and  sales  expense  is  10^  of  the  standard 
operating  cost  or  $20(^  and  a  per  unit  cost  of  $1.00.  This  figure,  when  added 
to  the  material  cost  of  $3800  and  the  operating  cost  of  $2000,  makes  a  cost  of 
sales  of  $6000,  and  a  per  unit  cost  of  $30.00.  The  standard  profit  for  pur- 
poses of  illustration  is  20^  of  the  standard  cost  of  sales,  or  $1,20C^  and  a 
per  unit  cost  of  $6.00,  giving  a  total  standard  production  cost  of  $7200  and 
$36.00  per  unit  cost. 

The  foregoing  information  is  restated  in  Schedule  A. 
Now  for  purposes  of  illustrating  the  accounting  procedure  whereby 
results  also  reveal  responsibility,  it  is  assumed  that  the  number  of  units 
made  in  operation  No.  1  is  100.  Under  operation  No.  2  four  units  are  spoiled, 
giving  a  yield  of  96.  The  number  of  hours  allowed  for  operation  No.  1  is  50 
and  the  number  of  hours  worked  on  operation  No.  1  is  the  same  -  "50.  The  num- 
ber of  hours  allowed  on  operation  No.  2  is  48  and  the  number  of  hours  worked 

on  operation  No.  2  is  one  hour  less  or  47. 

« 
Idle  time  avoidable  arising  from  waiting  for  stock,  etc.,  is  5  hoars 

for  operation  No.  1  and  3  hours  for  operation  No.  2. 

The  standard  cost  of  material  A  is  $30  per  ton  but  this  is  actually 
purchased  at  $28.00  per  ton.   The  standard  cost  of  material  B  is  $40.0C  per 
ton  but  this  is  actually  purchased  at  $38.00. 

The  standard  consumption  for  material  A  is  28.8  tons  but  the  amount 
actually  consumed  is  32  tons.  The  standard  consumption  for  material  B  is  2k 
tons  but  the  actual  consumption  is  26  tons. 

All  these  facts  are  restated  in  Schedule  B. 
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Attention  is  now  called  to  Schedule  E  -  "Analysis  of  Operating  Costs"., 
It  will  be  noted  therefrom  that  the  number  of  units  per  operation  for  operation 
No.  1  is  100  and  for  operation  No.  2,96.  Further,  that  the  number  of  complete 
units  is  96.  It  is  also  noted  that  the  hours  allowed  and  the  hours  workv^d  for 
operation  No.  1  are  the  same,  but  that  one  hour  is  gained  in  operation  No.  2. 
It  also  appears  that  the  budget  hours  of  the  schedule  are  100,  but  five  hours 
of  idle  time  avoidable  are  consumed  under  operation  No.  1  and  three  hours  under 
operation  No.  2.   If  the  hours  taken  are  added  to  the  idle  time  avoidable  and 
this  sum  is  deducted  from  the  budget  hours  of  100,  the  result  shows  the  lost 
hours  in  the  manufacturing  division  due  to  lack  of  volume.  This  amount  in 
operation  No.  1  la  ^5  hours  and  in  operation  No.  2,  50  hours. 

Under  direct  labor  it  is  known  that  there  were  50  hours  taken  at  the 
budget  rate  of  $3.00  per  hour  for  operation  No.  1,  or  $150.00, and  kj   hours  at 
the  budget  rate  of  $1.00  for  operation  No.  2,  or  $4?. 00,  making  a  total  of 
$197.00. 

It  will  also  be  noted  that  50  hours  for  the  variable  burden  at  the 
budget  rate  of  $4.00  for  operation  No.  1  and  k'J  hours  at  $2.00  for  operation 
No.  2  give  a  standard  variable  burden  cost  of  $29^.00. 

The  full  budget  allowance  for  the  fixed  burden, which  amounts  to  $1C00, 
is  absorbed  regardless  of  activity.  There  is  also  credited  to  the  standard 
operating  cost  and  debited  back  to  loss  and  gain,  the  idle  time  avoidable  lost 
in  manufacturing  because  of  lack  of  volume.  This  amounts  to  h^   hours  for  oper- 
ation No.  1.  At  $6.00  per  hour^  or  $270.00,  and  50  hours  for  operation  No.  2 
at  $4.00  per  hour,  or  $200,  making  a  total  credit  from  this  source  of  $470.00. 
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The  principle  at  stake  here  is  that  the  standard  operating  cost  should  not  "be 
charged  with  costs  arising  from  lack  of  volume. 

There  is  also  credited  against  the  standard  operating  cost  aind  debited 
back  to  manufacturing  loss  and  gain,  the  loss  arising  from  idle  time  avoidable. 
This  consists  of  5  hours  at  $6.00  per  hour  for  operation  No.  1  or  $30.00,  and 
3  hours  at  $if.00  per  hour  for  operation  No.  2,  or  $12.00,  making  a  total  of 
$^4-2. 00.  The  principle  at  stake  here  is  that  the  standard  operating  cost  should 
not  be  charged  with  factory  inefficiency.  That  is  purely  a  manufacturing  loss 


or  gain. 


The  total  standard  operating  cost  is  now  considered.  This  aniounts  for 


operation  No.  1  to  $13.00,  consisting  of  $3.00  for  direct  labor,  $4.00  for  vari- 
able burden  asd  $6.00  for  fixed  burden.  The  total  operating  cost  of  operation 
No.  2  is  $7.00,  consisting  of  $1.00  for  direct  labor,  $2.00  for  variable  burden 
and  $i|.00  for  fixed  burden.  The  budget  unit  rate  for  operation  No.  1  is  $6.50 
and  $3.50  for  operation  No.  2,  or  a  total  of  $10.00.  If  there  were  96  units 
produced  at  $10.00  per  unit,  the  ccxnplete  operating  cost  would  be  $960. 00,  which 
amount  is  charged  to  work  in  process. 

One  or  two  other  items  remain.  In  operation  No,  2  there  is  a  saving 
of  one  hour  at  the  budget  rate  of  $7.00  an  hour.  This  $7.00  is  credited  as 
production  gain  under  manufacturing  loss  and  gain  and  is  testimony  of   the  ef- 
ficiency of  the  factory. 

Four  unjts  were  spoiled  in  operation  No.  2.  This  loss,  at  a  unit 
operating  oost  of  $6.50^  originated  fi*Qm  operation  No.  1.  This  $26.00  should 
not  be  charged  to  standard  operating  costs  but  is  charged  against  manufacturing 
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operations  and  appears  as  excess  .ast.  m  nanufactorlr^  under  .nanufacturlng  loss 
and  gain. 

Summg  up.  therefore,  credits  are  as  follows:  Labor  for  the  stard- 
ard  operating  cost  of  $197,  Variable  Burden  $29^,  FUcd  Burden  $1.0CC  and 
Production  Oaln  $7-00,  sl.lXarl.  the  debits  are:  Wor.  In  Process  $960.00,  Ex- 
cess waste  m  Manufacturing  $26.00,  Idle  Tl.e  Avoidable  $42.00  and  VoLu^e  Loss 
$470.00.,  All  Of  these  facts  are  set  forth  In  Schedule  E. 

Material  Coat a 

The  analysis  of  naterlal  costs  contained  In  Schedule  D  »a/now  be 

considered  for  a  moment. 

The  standard  allowance  for  200  units  of  n>aterlal  A  is  60  tons.  Ninet,- 
slx  units  were  completed.  96/200  of  60  tons,  the  standard  allowance  ,ua„tlt,, 
.13  28.8  tons.  There  was  actually  consumed  ;2  tons  of  :raterlal  A,  which  gives 
an  excess  waste  of  3.2  tons.   The  standard  price  per  ton  is  $50.00  and  the 
actual  purchase  price  is  $28.00.  .he  wor.  in  process  is  debited  for  the  stand- 
ard quantity  allowed  at  standard  price;  that  means  28.8  ti.es  $30  or  $8  4  00 
The  material  account  is  credited  for  the  actual  quantity  at  the  purchase  price, 
Which  means  32  tons  times  $28.00  or  $896.00. 

There  has  been  a  pLirchas'^  caln  nf  <j?o  nn 

^oxonas.  gam  of  $2.00  per  ton,  the  difference  be- 
tween $J0.00,  the  standard  d-Icp  a^h  fv>^  «  +  -. 

iQara  p. ice,  and  the  actual  pruchase  price  of  $28.00.  32 

tons  times  $2.00,  or  $64.00.  is  credifpri  tr.  ^u  ^ 

9   .^u,  IS  credited  to  the  purchase  gain,  the  difference 

m  actual  purchase  price  under  standard.  Kow  there  was  also  an  excess  waste 
quantity  of  3.2  tons  at  the  standard  price  of  $30.00  or  $96.00  chargeable  against 
excess  material. 
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Similarly,  for  material  B  the  amount  allowed  for  2C0  units  was  50  tons 
and  for  the  96  units  completed,  96/200  of  50  tons  or  2k   tons.  The  actual  amount 
consumed  was  26  tons.  There  is  thus  an  excess  waste  <iuantity  of  2  tons.  The 
standard  price  is  $1.0.00;  the  purchase  price  Is  $53.00.  The  work  in  process  is 
debited  for  the  standard  quantity  of  2k   tons  times  the  standard  price  pex  ton. 

$^0.00,  or  $960. 00,  and  the  material  account  is  credited  for  the  actual  i'oantity 

at  the  purchase  price,  that  is  26  tons  times  $38.00  or  $983.00. 

There  is  a  purchase  gain  of  $2.00  per  ton  for  26  tons,  or  S52.00,  a.nd 

an  excess  material  cost  of  $8o.OO  consisting  of  2  tons  at  $4o.OC  per  ton,  the 

standard  price. 

•nie  work  in  process  ie  debited  with  the  standard  juantitj  allowed  at 
the  standard  price  of  $1,824.  Excess  waste  ie  debited  with  consumption  in  ex- 
cess of  standard  allowance  at  a  standard  ^rlce  of  $175.00,  mklng  a  total  of 
$2,000. 

Eaw  materials  are  credited  with  actual  tons  used  at  the  inventory 
purchase  price  of  $1,884.00  and  the  purchase  loss  and  gain  with  tons  used  times 

difference  between  standard  and  tjur-hasp  r,y',^a   ^t-  tn*;  nn 

auu  pur.,na8e  prxce  ol  $116. 00,  again  giving  $2,000. 

Ledger  Operating  Accounts 
Prom  this  analysis  of  the  material  account,  it  is  now  possible  to 
turn  to  the  actual  ledger  operating  accounts,  shown  in  Schedule  C.  There  is  an 
accent  for  Direct  l^bor  by  individual  machine  groups.  This  is  debited  with 
actual  payroll,  ,.  which  happens  to  be  $200.00  and  Is  credited  with  actual  hours 
worked  at  budget  rate  per  hour  or  $197.00.  There  arises  a  labor  loss  of  $3.00 
Which  might  develop  from  an  Increased  wage  allowance  not  provided  for  when  the 
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standard  was  set.  This  $5.00  Is  debited  against  manufacturing  loss  and  gain 
-uider  the  item  Labor  Loss  and  Gain. 

The  operating  account.  Variable  Burden,  is  also  kept  by  individual 
machine  groups  and  individual  cost  elements.   The  actual  cost  from  sundry  scurce 
items  is  $289.00  and  the  account  is  credited  on  the  basis  of  actual  hours 
worked  at  budget  rates  pei-  hour,  or  $294.00.   There  is  then  a  variable  burden 
gain  of  $5.00  credited  under  Manufacturing  Loss  and  Gain. 

The  next  account  to  consider  is  the  Fixed  Burden  account,  kept  by  in- 
dividual cost  elements.   This  is  credited  with  the  full  budget  allowance  for  the 
period  regardless  of  activity,  or  $1000,  and  is  debited  with  actual  cost  from 
sundry  sources  of  $98o.OO.  Here,  too,  there  is  a  fixed  burden  gain  of  $20.00 
credited  to  manufacturing  loss  and  gain  under  that  it,m. 

The  account.  Administrative  and  Sales  Expense,  kept  by  individual  cost 
elements,  is  credited  with  the  full  budget  allowance  for  the  period,  regardless 
of  activity,  which  is  10^  of  the  standard  operating  cost  of  $200.00.   Debited 
against  this  amount  Is  $196.00  drawn  from  sundry  source^  leaving  a  gain  of  $4.00 
which  is  credited  to  Administrative  and  Sales  Expense  Gain. 

The  Standard  Operating  Cost  account,  shown  on  Schedule  F,  is  now  con- 
sidered. This  account  is  debited  with  direct  labor  consisting  of  actual  hours 
worked  at  the  budget  rate  per  hour  amounting  to  $197.00;  with  variable  burden, 
consisting  of  actual  hours  worked  at  the  budget  rate  per  hour  in  the  amount  of 
$294.00  and  with  the  full  budget  allowance  for  fixed  burden  for  the  period  re- 
gardless of  activity,  $1,000.  There  is  also  a  debit  of  $7.00  on  account  of  pro- 
duction loss  and  gam,  arising  from  the  saving  of  hours  in  production  in  excess 


nmmimiit 
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Of  the  allowed  budget  hours.  This  is  on  the  principle  that  if  the  standard 
operating  cost  is  not  to  reflect  factory  inefficiency  it  is  also  not  to  he 
credited  with  factory  savings.  These  are  to  be  reflected  under  manufacturing 
loss  or  gain. 

The  standard  operating  cost  account  is  credited  by  way  of  work  in 
process  with  $960,00  for  the  96  units  completed  at  the  standard  unit  cost  of 
$10.00.  It  is  also  credited  with  the  idle  time  avoidable  hours  of  $U2.00; 
with  the  volume  loss  and  gain,  consisting  of  hours  idle  due  to  lack  of  business, 
at  fixed  burden  rate  per  houj;  or  $470.00,  and  with  excess  waste  consisting  of 
the  standard  operating  cost  applicable  to  units  spoiled  in  operation,  or  $26.00. 

The  standard  administrative  and  sales  expense  account  is  debited  for 
the  administrative  and  sales  expense  as  per  budget  or  $200, and  credited  for 
10^  of  the  standard  operating  cost  absorbed  through  manufacture,  or  $96.00. 
The  difference  is  shown  as  the  volume  loss  administrative  and  sales  expense 
under  trading  loss  and  gain. 

The  account  of  Vvork  in  Process  is  debited  for  the  standard  operating 
cost  of  $960.00  and  for  the  standard  material  cost  of  $1884.00  and  is  credited 
with  the  number  of  units  completed,  (96),  at  the  unit  cost  of  $29.00,  or  $2,784. 

The  96  units  completed  have  a  sales  value  of  $36.00  per  unit,  or 
$3456.00.  For  that  amount  the  account  Finished  Goods  is  debited.  If  from  this 
debit  of  flnlshfed  goods  of  $3456.00,  there  Is  deducted  the  standard  Material 
and  standard  operating  cost  of  $278J*.00,  and  the  total  administrative  and 
sales  expense  of  $96.00,  a  total  of  $288o.OO,  a  sales  profit  on  the  96  units 
at  $6.00  per  unit,  or  $5?6.00,  is  secured. 
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Profit  and  Loss  Statement 
All  the  foregoing  information  may  "be  summarized  in  a  profit  and  lose 
statement,  of  which  tvfo  schedules  are  submitted,  one  on  the  basis  of  standard 
cost,  Schedule  E,  and  the  other  on  the  basis  of  actual  cost.  Schedule  I.  It 
is  apparent  that  the  profit  and  loss  statement  on  the  standard  cost  basis  is 
the  most  informative  in  this  case. 
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Schedule   "A 


Budget 

Budget  Period     100  houra 
Stejidard  Production  for  period  200  units 


1  -  Standard 
Material 


Total 


Cost:  A  -  60  tons,  including 

standard  waste  allow- 


(200  units) 


2  - 


ance,  at  $30.00  per  ton.   1,A00.00 


B  -  50  tons,  including 
standsird  waste  allow- 
ance^ at  $40.00  per  ton 


Total 


7 


-  Standard 
Operating 
Cost 


h  - 

5  - 

6  - 

7  - 


Direct  Labo2 


Variable  B'orden 


Fixed  B'orden 


Total 


Standard 
A'iministrative 


2,000.00 


3,800.00 


i.00.00 

600.00 


1. 000.00 


&   Sales  Expense: 

10^  of  Standard  Operating  Cost  200. 00 


8 

9  -  Standard  Selling  Cost: 
10 


Standard  Profit:  20^  of  Standard 

Selling  Cost 


6,000.00 
1,200.00 


Per  Unit 


9.00 


'i  r,r 


10 .  00 


P^r  Hour 

Total 

19.00 

Oper .  Cper . 
No.  1  No.  2 

00   1.00   4.00   2. CO 


4. 00   2.00   6.00   ^..00 


6.00   4.00  10.00   •5. 00 


2, coo. 00   13.00   7.00  20.00   10.00 


1.00 

30.00 

6.00 


11   -   standard  Production: 


7,200.00 


36.00 


=4 
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Assumed: 

1  -  Number  of  Units  made  -  Operation  1  -  100 

2  -  Number  of  Units  made  -  Operation  2   -  9S 

(k   units  spoiled  operation  No.  2) 


Schedule  ''B" 


3  -  Hours  allowed  -  Operation  No.  1 


> 


h   -  Hours  allowed  -  0  ^oration  No.  2 


5  -  Hours  worked  -  Operation  No.  1 


50 

U8 


-  5^ 


r\ 


■S   -  Hours  worked  -  Operation  No.  2    -  ^7 

7  -  Idle  Time  Avoidable  -  Hours 

Operation  No.  1  -   5 


8  -  Idle  Time  Avoidable   -  Hours 

Operation  No.   2 
(Tia-lting  for  Stock,    etc.) 


9  - 


Material: 

A  -  Standard  Cost  per  ton 

Purchase  Price  per  ton 
B  -  Standard  Cost  per  ton 

Purchase  Price  per  ton 


10  - 


I/iaterial: 

A  -  Consumption  - 

B  -  Consumption  - 


Standard 
Actual 
Standard 
Actual 


$3C.OO 
28.00 
40.00 
58.00 


28.8  tons 
32.0  tons 
2k .  G   " 
26.0  " 
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Schedule  "C 


1  - 


Operating  Accounts 

Operating  Accounts;  Direct  Labor 
(By  Individual  Machine  Groups) 


Debit: 

Actual  Cost: 

Pay  Roll 


$200.00 


Credit: 

Actual  Hours  worked  at 
Budget  Rates  per  hour 
E  -  7 
Labor  Loss 


$197. 00- (Debit 

3«00  Standard 
$200.00  Operating 
Cost) 


2  - 


Operating  Accounts:  Variable  Burden 
(By  Individual  Machine  Groups 
and  individual  Cost  Elements) 


Debit: 

Actual  Cost: 

Sundry  Sources:      $289.00 
Variable  Burden  Gain    5. 00 


$291+.  00 


Credit: 
Actual  Hours  worked  at 
Budget  Rates  per  hour 
E  -  7 


$294.00-(Debit 

Standard 

Operating 

$29if.C0     Cost) 


3  - 


Operating  Accounts:  Fixed  Burden 
(By  individual  Cost  Elements) 


Debit: 


Actual  Cost: 

Sundry  Sources: 
Fixed  Burden  Gain 


$980 . 00 
20.00 

$1000.00 


Credit: 

Full  Budget  Allowance  for 
Period  regardless  of  Activity 

E  -  7  $1000.00-(Debit 

Standard 

Operating 

$1000.00  Cost) 


k   . 


Operating  Accounts: 
Administrative  and  Sales  Expense 
(By  individual  cost  elements) 


Debit: 

Actual  Cost: 


Sundry  Sources: 
Administrative  & 
Sales  Expense  Gain 


$196.00 

if. 00 

$200.00 


-iMiiiiiiiiiiiiilitt^ 


Credit: 
Full  Budget  Allowance  for 
the  Period  regardless  of 
Activity 

A  -  8  $200. 00- (Debit  ad. 

Administra- 
tive &  Sales 

Expense) 

$200.00 


f 
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Schedule  "F" 


Standard  Operating  Cost  Account 


1- 


$197 


From  Operating  Accounts; 

Direct  Labor  (C-ll 
Actual  Hours  Worked 
at  Budget  Rate  per  hour 

Variabl:)  Burden  (C-2) 
Actual  Houi's  v.'orked 
at  B'^dget  Pate  vDr  hou2* 

Fixed  Burden  (^-3) 
Full  B'Jdgot  Allowance 
for  the  period  regardless 
■.)T   activity  1,000 


.GC 


9^ 


r-i 


R  * 


Production  Loss  &  Gain  (s-8) 
'^••ing  in  hours  due  to 
production  in  excess  of 
standard  at  full  Budget 
Kate  per  hour        7 .  cp 


To  Work  in  Process  (S-15) 

Unite  com; lot ed  at 

Standard  Unit  Cost      $96C.OO 
Idle  Time  Avoidable  fE»12) 

Idle  Time  ^L/oidable 

hours  at  Fixed  Biirden 

Bate  per  houj?  14-2.00 

Volume  Loss  &  Gain 
Mfg.  Div.  (E-lUT 

Hours  idle  due  to  lack 

of  business  at  Fixed 

Burden  Rate  per  hour 
Excess  Waste  - 
Mfg.  (E-9T 

Standard  Operating  Cost 

applicable  to  Units 

spoiled  in  Operation      26.v,C 


470.00 


.pi  ,k^j6 .  i_.0 


9- 


Debit: 


Standard  Administrative  and  Sales  Expense 

Credit 


0  p  er a t  i  ng  Ac  c  o  unt  s 
Administrative  and  Sales 
Expense,  per  Budget  A-8  $200.00 


10-^  Of  Standard  Operating 
Cost  absorbed  through 
Manufactui-e  (E-1^)    $9  oO  .  <X 


Volume  Administrative 
and  Sales  Expense 
(Balance) 


9b.  00 


IC^.CO 
.$20C- .  00 
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Schedule  "G 


1  - 


Work  in  Process 


Debit: 
Standard  Material  Cost  (D-T) 
Units  completed 
at  standard 
Allowance  (Quantity)  $1,82 if, 00 

Standard  Operatinp^  Cost 

Units  completed  at 
Standard  Unit  Cost      96O.OO 

$2 , 78^ . 00 


Inventories  beginning  and  end  of  month  omitted 


Credit: 

Number  of  Units  Completed 
at  Total  Unit  Cost 
(Material  &  Operating) 
96  Units  @  $29.00 

(a  -  I   plus  7)        $2,78U.0C 


$2 , 784 . 00 


r  I 


2  -  Sales  Value  - 

96  Units  @  $36.00  (a  -  12) 


Selling  Cost  - 

Standard  Material  and  Standard 
Operating  Cost  (G  -  l)       $2,784.00 


Standard  Administrative  and 
Sales  Expense  (f  -  2) 

Total 
Sales  Profit  - 

9^  Units  @  $6.00 


96.00 


$3,456.00 

Debit 

Finished 

Goods 


2.880.00 
%     576.00 
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Profit  and  Loss  Statement 


Schedule  "H" 


' 


" 


Production:    (96  units  at  $36) 


Basis:    Standard  Cost 

G-2 


$3A56.00 


Standeird  Cost; 
Material 
Manufacturing 

Administrative  &  Sales  Expense 
Total 

Sales  Profit: 


D-7 

E-15 
F-2 


G-2 


$1824.00 

960.0c 

96.00 


Interest  on  Capital  Assets,  charged  to  Operation  (Assumed) 


Primary  Profits: 

Trading  Losses  and  Gains 

Administrative  &  Sales  Expense 

Purchase  Loss  &  Gain 

Volume  Loss  &  Galn-?^g,  Divisions 

"     *•    "  Adm.  &  Sales  Dlv. 

Total  (loss) 

Trading  Profit: 

Manufacturing  Losses  &  Gains 
Labor  Loss  &  Gain 
Variable  Burden  Loss  or  Gain 
Fixed  Burden  Loss  or  Gain 
Production  Loss  or  Gain 
Excess  V/aste -Material 
Excess  Waste-Manufacturing 
Idle  Time  Avoidable 


Total 


Profit  on  Production 


2,880.00 
576.00 
1^0.00 
726.00 


C-I4.     (gain) 

D-9 

E-U   (loss) 

F-2 


U.OO 

116.00 
i+70.00 
IOI4.OO 


^^^'0 


0 


272.0c 


C-1 

3.00 

C-2 

5.00 

C'5 

20.00 

E-8 

7.00 

D-10 

176.00 

E-9 

26.00 

E-1? 

k2 .  00 

215.00 

57.00 
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Schedule 


fl-r  ' 


Profit  and  Loss  Stateraent 


Basle:  Actual  Cost 


Production  (G-2) 


$35,456.00 


Cost  of  Production 
Material  (D-8) 
Operatiijg  Cost: 
Direct  I^bor   (C-l)        $?:C0.00 
Variable  Burden  (C-2)   289. 00 
Fixed  Burden  (C-3)         980.00 


$l,88i|.00 


1,1^69.00 


Administrative  &  Sales 
Expense  (C-^) 


196.00 


Total 


?^?^?'^-^ 


Loss 


93.0c 


Interest  on  Capital  Assets 
(Charged  to  Operation) 


1%'.00 


Net  Profit 


?T.oo 
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AN  ECONOMIC  SERVICE  TO  BUSINESS 
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This  is  one  of  numerous  publications  issuod 
by  the  Policyholders  Service  Bureau  in  the  interest  of 
better  mana^ment  in  business.  The  Metropolitan  has 
good  reason  for  desiring  to  contribute,  so  far  as 
practicable,  to  improved  practices  in  management.  Ef- 
fective management  is  a  vital  factor  in  the  continuous 
and  profitable  operation  of  business  enterprisers  and 
h<3lps  to  bring  about  steady  work  and  regular  income 
for  Metropolitan  policyholders,  who  number  more  than 
one  out  of  five  of  the  general  population.  An  even 
gruater  proportion  than  one-fifth  of  the  employees 
in  commerce  and  industry  €ire  insui*od  by  the  Metropolitan 
Life  Insurance  Company.  The  relationship  between 
prosperous  policyholders  and  the  company's  progress  is 
obvious. 


Because  of  its  great  stake  in  the  nation's 
economic  life,  the  company  has  set  up  the  Policyholders 
Service  Bureau  to  carry  out  a  program  of  economic  ser- 
vice to  business.  The  Bureau  staff  is  made  up  of  special- 
ists in  the  various  fields  of  management  —  in  business 
organization,  office  management,  accounting  and  firiance; 
in  marketing,  distribution,  advertising  and  sales  manag-^- 
ment;  in  production  and  personnel  management;  in  business 
and  economic  research;  in  industrial  health  and  accident 
prevention. 

Investigations  of  subjects  of  current  interest 
to  businosa  executives  are  continually  being  carried  on 
by  the  Bureau's  specialists  in  these  various  fields  of 
management.  Reports  of  such  of  these  investigations  as 
are  of  general  interest  are  published  from  time  to  time. 
For  additional  information  about  the  work  of  the  Bureau 
or  its  published  reports,  address: 


Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
One  JviadiGon  Avenue 
New  York  City 


"^Kammimmr^ 
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POLICYHOLDERS  SERVICE  BUREAU 

METROPOLITAN  LIFE 
INSURANCE  COMPANY 
HOME  OFFICE  .  NEW  YORK 
Pacific  Coast  Head  Office,  San  Francisca 
British  Isles  Head  ©ffice  .  .  .  London 
Canadian  Head  Office    ....   Ottawa 
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FORECASTING  SALES  IN  CONNECTION 


m.TR 


h  BUDGET  PROCEDUBE 


NOTE  ,  ,  ,  .  This  report  was  prepared  to  answer 
specific  questions  presented  by  a  Group  insur- 
ance policyholder  of  the  Metropolitan.  It  was 
compiled  with  special  reference  to  the  situa- 
tion confronting  the  organization  for  which  the 
work  was  done,  and  Is  not  Intended  as  an  all- 
inclusive  discussion  of  the  subject.  The  report 
has  been  made  available  for  general  distribution 
because  it  Is  believed  that  much  of  its  contents 
will  be  of  interest  to  executives  confronted 
with  similar  problems.   In  its  present  form,  ref- 
erences or  material  of  exclusive  interest  to  the 
company  for  which  it  was  prepared,  have  been  re- 
moved. 


»i 
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Prepcu^ed  by 
Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
New  York  City 
1930 
Reprinted  1932 
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FOEECASTING  SALES  IN  CONNECTION 


WITH 


A  BUDGET  PROOEmSE 


A  study  of  the  budget  plans  used  by  various  companies  disclosed 
a  range  of  plans  from  a  superficial  estimate  of  the  future  based  upon  the 
company's  past  e^erience  to  a  highly  class 3J^t  budgeting  procedure  worked  rut 
to  the  last  degree  of  refinement  statistically  and  so  set  up  that  it  in- 
cluded Bales  potentiality  by  measuring  seasonal  variations,  business  cycle 
changes,  long-time  grcrth  and  unusual  erratic  conditions. 

The  problems  involved  in  estimating  sales  quota  vary  widely  ac- 
cording to  the  size  of  the  company;  the  extent  of  the  mai^ket  cultivated; 
the  nature  of  the  competition,  whether  local  or  national;  the  objects  in- 
volved  in  fixing  quotas  and  the  usee  to  which  they  are  to  be  put;  the 
^nature  of  the  product  sold,  whether  it  be  one  of  large  unit  value  or  small, 
durable  or  non-durable;  and  the  type  of  distributive  system  employed, 
whether  selling  direct  to  consumers  or  through  retailers,  whether  employing 
manufacturers'  branches  or  independent  wholesalers  or  no  intermediaries  of 
any  kind.  All  of  these  factors  and  others  relating  to  a  partic^ax-  business 
have  a  bearing  upon  the  type  of  sales  budgeting  best  adapted  to  a  particu- 
lar  situation. 

Sales  tudgetB  and  sales  quotas,  though  closely  associated,  should 
not  be  confused.  A  sales  budget  is  an  estlmte  of  future  sales  for  a  cer- 
tain period,  divided  between  different  products  and  between  different  parte 
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of  the  budget  period.   It  is  a  statement  of  eaip^cted  sales  for  the  period 
and  is  designed  to  form  the  basis  for  the  production  schedule,  for  the  pur- 
chasing program,  and  for  other  activities  of  the  company  daring  the  budget 
period.   On  the  other  hand,  a  sales  quota  is  a  standard  set  for  an  indi- 

saleaman,  distributor,  branch  manager,  or  other  agency  of  the  dis- 
tributing organization.  Where  a  budget  system  is  used,  the  quotas  result 
from  a  breaking  down  of  the  total  budget,  and  the  individual  quotas  con- 
stitute the  parts  of  the  total  sales  task  which  are  assigned  to  the  several 
members  or  divisions  of  the  sales  organization.  Cases  do  exist  wherein 
the  quota  syetem  is  used  without  a  budget,  usually  in  connection  with  a 
program  of  fl^aXes  stimulation  or  an  incentive  ccxnpensation  plan.  The  scope 
of  this  report  is  restricted  to  a  consideration  of  estimating  or  forecast* 
ing  sales  in  connection  with  a  budget  procedure. 
Methods  of  Forecasting  Sales 

One  company  merely  takes  an  average  of  its  previous  four  years' 
sales  and  sets  up  this  figure  as  the  goal  for  the  ensuing  year.  Another 
company,  realizing  that  the  estimate  would  be  unduly  influenced  by  sales 
made  two,  three  and  four  years  ago,  establishes  a  weighted  average  of  the 
past  four  years'  sales  giving  the  prior  year's  sales  a  weight  of  four,  two 
years  previous  a  weight  of  three,  three  years  previous  a  weight  of  two  and 
four  years  previous  a  weight  of  one.  Through  this  method  a  weighted  arith- 
metic average  of  the  previous  years'  sales  is  obtained  as  a  sales  forecast. 
The  estimated  annual  volume  >s  then  divided  by  twelve  to  arrive  at  the 
monthly  sales  forecast.  The  estimated  sales  volume  is  divided  between  prod- 
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ucts  according  to  the  company's  attainments  and  past  experience  with  that 
particular  class  of  products.   It  is  recognized  that  both  of  these  methods 
are  rather  superficial  and  are  merel;y  presented  in  contrast  with  much  more 
refined  methods  used  ty   some  organizations-,  Superficial  estimates  "based 
solely  on  past  experience  do  not  consider  the  value  of  sales  potentiality 
which,  although  existing,  m^y  not  have  been  attainable  in  former  years* 

Another  company  combines  its  past  performance  with  sales  poten- 
tiality to  estliaate  its  sales  volume^  This  company's  products  are  divided 
into  groups  or  classes  which  are  presumably  affected  by  the  same  set  of 
economic  conditions.  For  example,  if  the  sales  volume  of  a  certain  class 
of  products  is  affected  by  mining  conditions,  these  products  are  classified 
in  one  group  and  a  study  is  made  of  the  mining  industry  and  its  probable 
future.  A  definite  relation  is  established  between  th«  peaks  and  valleys 
in  the  mining  industry  and  the  company's  classified  sales  experience,  and 
a  forecast  of  the  probable  volume  attainable  on  this  particular  class  of 
products  is  made.  This  estimate  is  then  split  up  into  territories  and  a 
guota  is  allotted  to  a  salesman  which  he  agrees  may  be  obtained  through 
his  efforts.  The  total  sales  volume  is  estimated  and  a  separate  estimate  is 
made  of  the  individual  groups  of  products.   It  is  expected  that  the  total 
sales  volume  will  have  greater  stability  than  that  of  the  component  parts. 
In  forecasting  the  volume  for  the  various  groups  of  products,  attention  is 
given  to  past  performance  as  well  as  sales  potentiality  that  exists  in  a 
territory  for  particular  classes  of  product.  Through  this  method  a  company 
Is  Inclined  to  set  quotas  that  are  attainable,  being  figured  on  past  per- 
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formance  and  yet  reflecting  the  posBl"ble  sales  that  exists  in  a  territory. 
These  quotas  are  adjusted  for  seasonal  variations  and  are  checked  with  the 
individual  salesman  upon  whom  rests  the  responsibility  of  making  his  quota. 
After  this  predetermined  sales  volume  figure  is  obtained  a  budgeting  plan 
for  expenses  is  set  up  accordingly. 
The  American  Padiator  Company  Plan 

In  the  case  of  the  American  Radiator  Company,  two  factors  are 
contributed  to  the  budget  by  the  statistical  research  department,  viz. 
knowledge  of  potential  sales  and  the  future  of  general  business.  Executive 
Judgment  of  specific  conditions  in  a  certain  section  of  the  country  or  branch 
of  the  business  and  man;^  other  factors  often  upset  the  charts  of  the  statis- 
tical department.  Conferences  to  test  the  dependability  of  statistics  are 
frequent  and  important*  During  the  past  few  years  when  conditions  in  this 
industry  were  far  from  normal,  a  policy  of  quarterly  readjustments  of  sales 
plan,  quotas,  budget  estimates  and  other  factors  based  upon  statistical  pre- 
diction  has  helped  minimize  the  possibility  of  error.  Even  after  plans  are 
revised  for  three  months  ahead,  it  sometimes  becomes  necessary,  because  of 
unusual  conditions,  to  call  special  conferences.  These  conferences  usually 
consider  a  specific  product  or  specific  sectional  conditions  in  its  relation 
to  the  budget  program. 

This  company  uses  generally  past  history  and  current  business 
trends  as  a  foundation  for  preparing  forecasts  of  future  possibilities.  This 
material  is  used  also  for  other  purposes  than  budgeting.  Besides  its  own 
records  and  findings  from  field  surveys,  the  company  employs  almost  every 


1^ 


J<^>'''^^Poli<yholders  Service  Bureau  wxA'^'n 
TlMETROPOUTAN  LIFE  INSURANCE  COMPAhfvJf 


-  5  - 


^f 


I 


n 
It 


I 


worthv;hlle  "business  statistical  service  including  "The  Surveys  of  Current 
Business**  issued  ty  the  United  States  Department  of  Commerce^  the  bulletins 
of  the  Federal  Reserve  Banking  System  and  of  other  financial  injytitutions, 
and  other  easily ^available  sources  of  information.  Many  reputable  business 
magazines,  trade  jnagazlnes  touching  upon  the  line  of  business  activity  T/hich 
would  affect  the  company  sales  of  a  particular  product,  and  leading  financial 
nevrspapers  are  culled  for  opinions  and  ideas.  Articles  are  clipped  and  filed 
and  are  often  quoted  in  arriving  at  decisions  and  to  check  conclusions 
reached  through  pure  atatietics  or  to  corroborate  conclusions  based  upon 
sound  business  Judgment  that  happens  to  run  contrary  to  statistical  reasoning. 
Attention  is  given  to  price  tendencies  that  affect  the  building  industry  on 
which  the  sale  of  heating  equipment  is  largely  dependent.  Prices  of  agri- 
cultui-al  products  are  considered  in  reaching  conclusions  as  to  sectional 
sales  potentials.  In  forecasting  sales  of  currently  manufactured  articles 
on  which  advertising  as  well  as  selling  appropriations  are  based,  practically 
all  available  data  are  analyzed  and  studied.  The  company's  own  comprehensive 
sales  records,  carefully  tabulated  in  such  a  manner  as  to  be  easily  avail- 
able, form  an  important  factor  in  arriving  at  the  probable  sales  of  a  year 
ahead.  The  trend  of  sales  toward  the  close  of  the  year  when  the  forecast  is 
made,  is  likewise  considered, 

'-  General  business  conditions  in  the  trade  are  studied.  Predictions 
of  the  various  business  services  are  carefully  reviewed  to  find  fundamental 
facts  that  may  exist  even  when  there  is  a  wide  divergence  of  opinions  given 
in  these  services.   Such  elements  are  given  the  proper  weight  in  building  up 
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the  company's  own  predictions.  After  the  total  sales  are  analyzed  for  each 
product  manufactured,  the  company  divides  the  results  by  zones,  and  each 
zone  is  carefully  studied  to  find  its  proper  sales  potentials  for  twelve 
monthe  ahead  thus  working  toward  branch  quotas. 

Wh^i  the  research  department  has  made  its  surveys  and  studies  and 
thereby  determined  potential  sales  for  the  year  ahead,  it  determines  the 
percentage  of  increase  or  possibly  decrease  that  is  likely  to  apply  to  each 
individual  product,  thus  establishing  the  total  quota  for  each.  By  studying 
the  past  sales  of  each  article  in  each  territory,  this  department  arrives  at 
at  a  branch  quota  for  each  item.  The  general  economic  condition  of  the 
territory  and  the  number  of  salesmen  influence  the  final  figure.  Consequent- 
ly, each  manager  knows  at  the  beginning  of  the  year  exactly  how  much  of  each 
item  his  territory  is  expected  to  sell  during  the  twelve  months  ahead. 

V/hen  there  is  a  marked  change  in  the  rate  of  sales  on  any  product 
or  when  sales  are  failing  to  come  up  to  the  prediction,  the  company  first 
checks  over  the  forecast  to  make  sure  of  its  accuracy,  and  failing  to  find 
the  answer  sends  men  from  the  sales  promotion  or  field  supervision  depart- 
ments  to  study  prevailing  conditions.  An  example  of  this  checking  procedure 
18  reflected  in  the  case  of  the  Areola,  a  new  heating  apparatus  produced  by 
the  company. 

In  this  case,  the  manager  of  the  Areola  sales  and  two  or  three  other 
representatives  spent  several  days  with  the  Areola  salesmen  who  had  the  best 
selling  records,  and  with  certain  customers  who  had  sold  the  most  unite. 
Weeks  were  consumed  in  determining  exactly  what  field  factors  affected  the 
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Bales  of  the  product.  As  a  result  of  their  findings  it  was  decided  that  the 
original  marketing  plan  had  fallen  short  largely  "because  the  official  or- 
ganization, in  its  enthusiasm  about  an  article  it  knew  would  fill  a  definite 
need,  had  underestimated  the  effort  necessary  to  make  the  public  conscious 
of  its  need.  More  aggressive  advertising  was  needed,  more  missionary  work 
had  to  be  done  than  was  anticipated  throughout  the  compan;^''s  own  sales  or- 
ganization and.  that  of  its  distributors,  if  they  were  to  be  depended  upon 
properly  to  sell  the  proposition  to  the  ultimate  consumer.  When  the  data  was 
assembled  and  studied,  a  plan  was  made  and  tested  in  the  field.  Subsequent- 
ly, it  was  applied  broadly  to  the  entire  country  with  the  result  that  the 
sales  department  reached  and  exceeded  its  quota  for  the  year,  although  it 
had  fallen  considerably  behind  in  the  first  few  months.  The  company  uses 
•  such  field  surveys  to  establish  knowledge  of  the  kind  and  type  of  new  prod- 
ucts needed  in  the  heating  field,  to  gather  statistics  which  aid  in  making 
up  a  forecast  of  sales  potentials  for  a  new  product  and  to  find  methods  and 
means  of  selling  to  the  limit  of  predetermined  potentials. 

Fundamentally  the  American  Radiator  Company's  ability  to  forecast 
future  sales  volume  enables  it  to  determine  ahead  of  time  how  much  money 
will  be  available  for  sales  promotion  and  to  judge  well  enough  for  all  pur- 
poses the  percentage  of  increased  income  that  may  be  spent  safely  for  such 
work  if  a  given  program  is  followed.  Thus, sales  research  becomes  a  pre- 
•ventative  of  waste  and  an  incentive  to  the  branch  manager  and  salesmen  to 
attain  their  sales  quotas. 
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Holtzer-Ca'bot  Electric  Company  Plan 

Accordir^  to  Mr.  William  3.  Kemp,  Treasurer  of  the  Holtzer-Cabot 
Electric  Compajiy,  Boston,  Mass.,  the  sales  budget  in  this  company  is  usually 
made  up  as  :^ollows:  Shortly  before  the  end  of  the  fiscal  year  each  salesman 
is  instructed  to  interview  each  one  of  his  customers  and  obtain  the  customer's 
ODin'^on  as  to  the  amount  of  goods  (sizes,  grades,  etc.)  that  he  will  require 
•during  the  coming  year,  and  the  probable  dates  of  delivery  wanted. 

The  salesman  makes  this  detailed  report  to  his  district  sales 
managei .  Each  district  sales  manager  reports  it  to  the  general  sales  mana- 
ger on  specially  prepared  forms.  The  district  sales  manager  also  applies 
his  own  Judgment  to  the  estimate  and  reports  in  detail  his  opinions.  The 
final  figure  or  total  estimated  sales  volume  is  the  r'^sult  of  the  composite 
Judgment  of  all,  each  having  certain  knowledge,  experience  and  facts  upon 
which  hi3  forecast  is  made. 


This  total  estimate  of  the  possible  business  of  the  coming  year 
is  then  submitted  to  the  factory  executives  who  analyze  the  amount  with 
respect  to  their  ability  to  make  the  product  specified  and  to  meet  the  esti- 
mated deliveries.    This  study  involves  the  question  of  ability  to  obtain 
raw  materials  on  the  dates  required,  the  necessary  labor,  skilled  and  un- 
skilled, plant  extension  and  the  necessary  new  equipment,  the  estimated 
cost,  and  other  problems  of  like  character. 

The  sales  depai-tment ' s  forecast  of  possible  sales  together  with 
the  factory's  report  on   its  ability  and  requirements  to  manufacture  the 
product  called  for  are  then  submitted  to  the  financial  department  which  in 
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turn  studies  the  forecast  from  a  financial  viewpoint  ajid  determines  whether 
or  not  the  prograjn  as  submitted  can  be  financed,  what  new  capital,  if  an;5r, 
will  be  required  aind  how  it  can  be  obtained. 

All  these  reports  are  then  submitted  to  the  President  or  Executive 
Board  for  study  and  decision  aa  to  whether  or  not  the  volume  of  business 
forecasted  Should  be  approved,  and  if  not,  the  maximum  program  that  should 
be  adopted. 
SImonds  Saw  and  Steel  Company  Plan 

The  sales  forecast  of  the  Simonds  Saw  and  Steel  Company  is  based 
upon  ^aat  perfonnance  and  a  valuation  of  economic  forces  or  Indexes  to  which 
the  company's  sales  volume  bears  a  definite  relation.  This  correlation  is 
established  through  a  minute  study  and  analysis  of  the  company's  past  sales 
movement  and  the  movement  of  such  indexes.  The  sales  for  I929  varied  two- 
fifths  of  one  per  cent,  from  the  estimated  sales  which  were  forecasted  in 
the  fall  of  1928, 

According  to  Mr.  Thompson,  assistant  to  the  President  in  this  or- 
ganization, industrial  "sales  means  the  salea  of  the  production  of  industry 
in  the  United  Stat^a  and  excludes  agricultural  production.  The  Simonds 
Saw  and  Steel  Company  derives  its  sales  from  industrial  production  and  when 
industrial  production  is  increasing  over  a  period  of  time,  this  company's 
sales  increase  correspondingly.  The  company  manufactures  saws  and  machine 
knives  for  cutting .all  kinds  of  material  on  which  saws  and  knives  are  used. 
It  also  manufactures  special  high  grade  steel  in  addition  to  making  the 
steel  required  for  its  own  uses.  Through  its  subsidiary,  The  Abrasive  Com- 


f..;-; ' 


jr<5>A^  Policyholders  Service   Bureau  ^^V^Tl 
"It  METROPOLITAN  LIFE  mSURANOB  COMPANY  Jf 


-  10  - 


is    . 


I  I' 


pany  of  Philadelphia,  grinding  wheels  and  grinding  materials  are  produced, 
and  through  another  subsidiary,  Wappat,  Inc.,  in  Pittsburgh,  the  company 
manufactures  power  operated  tools,  saws,  drills,  etc, ,for  which  hand  tools 
have  "been  used  previously.  The  Simonds  Guaranteed  Cutter  Head  Company  of 
Seattle,  another  division  of  the  Simonds  Saw  and  Steel  Compariy,  manufactures 
cutter  heads » 

Formerly  lumber  production  was  the  chief  source  from  which  the  com- 
pany's sales  were  obtained.   When  this  was  the  case,  contracts  awstrded  for 
building  presented  an  excellent  forecast  for  sales  because  at  that  time 
lumber  production  fluctuated  very  closely  with  building  contracts  and  par- 
ticularly with  contracts  for  residential  building.   Since  I909,  however,  the 
production  of  lumber  in  the  United  States  has  been  slowly  decreasing,  and 
recognizing  this  fact,  the  company  added  saws  and  knives  for  cutting  metals 
of  all  sorts.  After  these  new  products  were  added  to -ftie  company's  list,  a 
combination  of  the  unfilled  orders  of  the  United  States  Steel  Company  and 
build^'ng  contracts  awarded  gave  a  very  satisfactory  short-time  sales  fore- 
cast.  It  was  also  discovered  about  that  time  that  sales  fluctuations  corre- 
lated very  closely  with  the  fluctuations  in  industrial  production  or  in  the 
volume  of  manufacture  or  simply  with  the  volume  of  pig  iron  produced.   A 
curve  representing  the  monthly  tonnage  of  pig  iron  produced  since  192I  served 
very  well  as  an  index  of  company  sales  and  as  a  result  of  a  study,  it  was 
evident  that  for  every  ton  of  pig  iron  produced  in  the  United  States,  this 
company  received  a  certain  amount  In  sales.   This  does  not  mean,  however, 
that  this  certain  sales  volume  comes  directly  from  pig  iron  producers,  but 
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there  was  a  definite  correlation  "between  the  activity  of  pig  iron  producers 
and  the  company's  sales  activities. 

At  present,  the  voliune  of  industrial  production  as  reported  by 
the  Federal  Reserve  Bulletin  is  used  for  forecasting  purposes.  Since  sales 
ajre  derived  from  this  production,  it  forecasts  the  trend  of  sales.  The 
first  problem,  then,  for  an  organization  that  seeks  to  forecast  its  sales 
is  to  discover  some  economic  factor  for  which  data  is  reliably  and  con- 
tinuously reported  and  from  which  it  derives  its  sales,  and  if  this  Index 
can  be  forecasted  or  projected  into  the  future  as  is  done  in  this  case  with 
industrial  production,  then  the  sales  will  be  forecasted. 

When  this  company  began  studying  this  problem,  the  executives 
wanted  to  know  what  the  total  sales  would  be  a  year  ahead;  January  1  to 
January  1,  or  for  a  quarter  ahead  or  for  a  month  ahead.  The  company  very 
soon  gave  up  attempting  to  forecast  the  amount  of  sales  in  dollars  for  a 
part-cular  period  and  determined  to  forecast  the  annual  peaks  and  the  annual 
low  points  ^-n  sales  volume,  also  the  cyclical  peaks  and  the  cyclical  low 
points.  These  forecasts  would  give  the  company  the  do^-nward  trend  from  the 
peak  to  the  low  point  in  any  year  and  the  up  trend  from  the  low  point  to  the 
peak  ^n  the  following  year.   It  also  gave  the  up  trend  from  the  low  point  in 
the  cycle  to  the  next  cyclical  peak.  Consequently,  the  company  confined  its 
efforts  to  forecasting  major  ups  and  dovms  and  charted  these  movements  as 
straight  lines,  connecting  the  peaks  with  the  low  points  in  major  movements. 
This  procedure,  o-  course,  did  not  show  the  minor  movements,  but  it  did^- 
tring  out  clearly  the  major  movements.   The  company  then  applied  this  same 
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process  to  the  forecasting  of  industrial  production,  and  although  it  does 
not  attempt  to  estimte  the  sales  for  any  particular  month  or  for  any  par- 
ticular year,  yet  a  study  of  the  detailed  charts  indicates  that  yearly  or 
monthly  estimates  can  he  mde  fairly  accurately  when  the  annual  sales  trend 
is  known. 

The  Ahrasive  Company,  which  manufactures  grinding  wheels  and 
grinding  materials,  derives  a  large  percentage  of  its  sales  from  automohile 
production,  and  therefore,  if  automobile  production  can  be  forecast,  the 
sales  volume  of  the  Abrasive  Company  can  be  estlmted. 

This  study  was  begun  in  I919  and  Alvan  T.  Simonds,  President  of 
the  Company,  felt  very  certain  that  increasing  money  rates,  if  continued, 
would  soon  be  followed  by  a  downward  turn  in  business  activity.  This  com- 
pany, therefore,  considers  not  only  coimercial  paper  rates,  but  also  a  less 
sensitive  index,  the  Federal  Reserve  rediscount  rate. 

A  study  of  commercial  paper  rates  showed  that  each  major  movement 
is  paralleled  some  months  later  by  a  movement  in  Industrial  production.  Thus 
a  major  movement  in  commercial  paper  rates  in  each  case  since  the  war  fore- 
casts a  major  movement  of  approximately  the  same  length  in  industrial  pro- 
duction. According  to  Mr.  Thompson,  this  lag  has  been  regularly  overlooked 
and  f^om  the  beginning  it  has  been  a  stumbling  block  in  convincing  others 
of  the  forecasting  power  of  money  rates.  Two  illustrations  of  the  fact  that 
money  rates  do  forecast  Industrial  production  accurately  and  that  tte^  fa.a.Bt« 
can  be  made  and  announced  many  months  before  the  event,  are  presented  in  the 
bulletin  entitled  "Financial  Budgeting  Technique"  read  at  a  meeting  of  the 
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Financial  Section  of  the  American  Management  Association  held  in  New  York  in 
May,  1926.  In  a  leaflet  entitled  "Looking  Ahead",  published  by  Alvan  T. 
Simonds  In  May,  I928,  the  declining  movement  from  the  peak  in  I929  to  a  cy- 
clical  low  point  some  time  in  the  second  half  of  I930  was  forecast. 

In  the  consideration  of  the  trend  of  industrial  production,  minor 
fluctuations  are  omitted  and  according  to  Mr.  Thompson,  the  seasonal  peak 
of  sales  generally  comes  in  the  spring  for  the  majority  of  industrial  organi- 
zations, except  in  years  of  revival  from  the  cyclical  valley  to  the  next  cy- 
clical peak^  There  are  other  companies,  however,  such  as  manufacturers  of 
radio  sets  and  stoves,  which  report  their  seasonal  peak  in  the  fall.  Con- 
sequently, the  chart  forecasts  major  trends  in  the  volume  of  industrial  pro- 
duction several  months  in  advance,  but  at  each  turning  point  in  money  rates, 
there  is  of  course  some  uncertainty  as  to  whether  the  change  in  direction  is 
to  be  a  major  movement  or  simply  a  minor  movement.  A  careful  study  of  the 
chart,  however,  shows  that  in  every  case  the  uncertainty  was  removed  early 
enough  to  allow  the  forecast  to  be  made  many  months  before  the  change  in 
trend  of  industrial  production.  These  forecasts  of  major  movements  in  in- 
dustrial production  will  enable  particular  industries  to  forecast  their  sales 
if  their  sales  are  derived  chiefly  from  industrial  production  or  if  their 
sales  fluctuate  with  industrial  production. 

Any  forecast  is  likely  to  be  upset  by  war  or  great  disaster,  fire, 
flood  or  famine.  Mr.  Thompson  does  not  imply  that  there  will  never  come  a 
change  in  the  present  cyclical  movement  or  that  the  forecast  made  by  money, 
rates  will  always  prove  as  reliable  as  it  has  since  the  war.  Mindful  of  what 
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the  past  has  shown  to  be  true^  it  js  necessajry  in  each  future  study  to  check 
up  as  far  as  possible  the  forecasts  loade  by  money  rates.   These  can  be  check- 
ed for  Instance,  with  the  forecasts  made  by  S,  B.  Koons,  Statistician,  Shoe 
and  Leather  Beporter,  Philadelphia,  Pa,,  v^ich  are  based  upon  changing  move- 
ments in  the  price  of  hides,  or  with  the  forecast  made  for  the  National 
Machine  Tool  Builders  Association  of  Cincinnati,  by  E.  DuBrul,  or  the  forecast 
made  by  Dr,  Lewis  H.  Hanejr  for  steel  production  and  steel  prices  in  "The  Iron 
Age",   If  the  forecasts  made  by  money  rates  and  all  forecasts  made  by  certain 
other  methods  point  in  the  same  direction,  it  is  probable  that  the  forecast 
is  correct  under  normal  conditions.  It  must  not  be  forgotten,  however,  that 
back  of  changing  interest  rates  are  speculative  movements  as  well  as  indus- 
trial movements. 
Intertype  Corporation  of  New  York  Plan 

Mr.  G.  C.  Willings,  Vice-President  of  the  Intertype  Corporation  of 
^ew  York, describes  in  a  booklet  entitled  "Sales  Budget  Practices  and  Princi- 
ples" issued  by  the  American  Management  Association  in  New  York  City,  the 
methods  adopted  by  this  company  in  forecasting  its  sales.  The  Intertype  Cor- 
poration manufactures  a  typesetting  machine,  called  the  Intertype.  These 
machines  are  sold  to  the  publishers  of  newspapers,  job  printing  offices, 
and  related  businesses  throughout  the  world.  The  corporation  also  produces 
a  large  volume  of  service  parts,  supplies  and  matrices;  the  latter  being 
necessary  for  use  in  the  Intertype  machine. 

The  foreign  trade,  which  represents  a  goodly  share  of  the  business, 
is  handled  through  agents,  but  in  the  United  States  the  company  operates 
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through  branch  offices,  the  country  being  divided  into  four  territories, 

each  in  charge  of  a  branch  manager,  with  the  requisite  number  of  salesmen 

under  his  Jurisdiction.  The  branch  offices  are  located  is  follows: 

Eastern  territory,  headquarters --New  York  City 
Middle  Western  territory,  headquarters- -Chicago 
Southern  territory,  head iuart ere --Memphis 
Pacific  Coast  territory,  headquarters— San  Francisco 

The  budgeting  of  sales  of  service  parts  and  matrices  is  a  rather 
single  matter.   Statistics  are  kept  by  territories,  which  show  the  average 
yearly  sale  of  machine  parts  and  matrices  for  each  machine  in  the  field. 
Thue^from  these  figures,  it  is  a  fairly  easy  task  to  calculate  probable 
future  sales  of  machine  parts  and  matrices,  as  the  business  naturally  in- 
creases proportionately  with  the  increase  in  distribution  of  machines. 
This  procedure  is  literally  a  correlation  problem.  As  an  indication  of  the 
accuracy  of  these  estimates,  for  the  first  half  of  a  recent  budget  period, 
the  sales  in  these  departments  exceeded  the  budget  by  exactly  two  per  cent. 

The  budgeting  of  machine  sales  is  not  quite  so  easy,  but  here 
again  statistics  as  well  as  records  of  past  performances  serve  a  useful 
part.  Economic  and  business  statistics  have  been  compiled  and  kept  reason- 
ably  up-to-date  for  each  county  in  the  United  States.  This  information  has 
been  analyzed  so  that  each  county  in  the  United  States  is  placed  into  one 
of  four  classifications,  according  to  the  relative  amount  of  possible  busi- 
ness in  that  county.  These  classifications  are  indicated  by  the  color  of 
the  respective  counties  on  a  map,  as  follows: 
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Blue  indicates  best, 
Eed  indicates  good. 
Green  indicates  fair. 
Yellow  indicates  poor. 

The  classifications  were  obtained  from  the  averages  of  the  total 
number  of  daily  newspapers  and  trade  papers,  their  circulation,  and  the 
average  population  per  county.  The  map  shows  at  a  glance  where  the  busi- 
ness must  come  from  and  where  to  concentrate  the  selling  efforts. 

Each  plant  Included  in  these  statistics  is  represented  in  the 
files  by  what  is  called  a  "Sales  Folder".   In  this  folder  will  be  found  all 
the  data  of  sales  value,  with  respect  to  the  particular  plant  represented. 
For  example,  it  contains  among  other  things: 

1.  Information  as  to  equipment  in  use, 

2.  Prospects  of  expansion. 

3»  Possibilities  of  replacing  obsolete  equipment  of  other 
manufacture  with  more  modern  machines,  the  product  of 
this  company. 

In  fact,  this  folder  contains  all  the  data  obtained  from  the  beginning  of 
business  and  every  sales  move  made  to  interest  the  prospective  customer  in 
the  product,  even  to  a  report  on  each  interview.  All  of  this  is  helpful  in 
determining  the  potential  business  in  a  territory,  and  forecasting  probable 
future  sales. 

The  first  step  in  the  preparation  of  the  domestic  machine  sales 
budget  is  to  ask  each  salesman  to  submit  to  his  branch  manager  an  estimate 
of  the  number  of  machines  he  can  sell  during  the  coming  budget  year.  These 
estimates  are  submitted  in  conference  with  the  branch  manager,  and  at  this 
time  all  available  territorial  data  and  statistics  which  form  the  basis  for 
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the  sales  estimate,  where  necessary,  are  consulted  and  analyzed.  Particular 
attention  is  given  to  those  plants  using  obsolete  machines  of  competitive  manu- 
facture, as  a  large  part  of  the  business  comf^s  through  the  replacement  of  such 
equipment. 

As  salesmen's  compensation  plans  are  largely  based  on  certain  fixed 
quotas  for  the  year.  It  Is  of  vital  importance  to  the  aalosmn  that  his  budget 
of  sales  shall  be  thoughtfully  worked  out.  When  the  branch  manager  reaches 
an  understandl^  with  each  of  his  salesmen  as  to  the  probable  sales  for  the 
ensuing  year,  he  consolidates  these  estimates  and  submits  thorn  In  person  to 
the  Vice-President  in  charge  of  sales,  by  whom  they  ore  carefully  studied. 
Conditions  in  the  territory  are  again  reviewed,  statistics  consulted,  and  the 
budget  adopted. 

With  the  question  of  sales  is  also  considered  the  matter  of  branch 
selling  expenses,  which  includes  three  main  divisions,  namely; 

1.  Salesmen's  compensation  and  expenses; 

2.  Salary  and  expenses  of  road  mechanics; 
3-  Maintenance  of  branch  selling  offices. 

At  each  of  the  branches  there  is  maintained  a  supply  depot  where 
large  Inventories  of  parts  and  matrices  are  carried  for  the  purpose  of  render- 
ing  pro.pt  service  to  customers,  and  naturally  there  is  considerable  expense 
Involved  in  ma'ntainlng  the  branch  organization. 
Betrolt  Steel  Products  Company  pthm 

The  Detroit  Steel  Products  Company  considers  not  only  past  perform- 
ance, but  also  sales  potentiality,  m  establishing  its  sales  estimate  for 
budget  and  sales  quota  purposes.   This  company  manufactures  a  building 


[,*  %^ 


rriirmwi—irtniiriillmiUlill^ilM 


-■.-■:^-n  li 


fTcrVV^Pohcyhokiers  Service  Bureau  .^^^Tt 

Ulmetropoutan  life  insurance  companyJP  — 

-  18  . 

material  product  adapted  for  various  types  of  Industrial  buildings. 

The  following  five  factors  are  used  in  estimating  its  sales  vol- 
ume for  each  territory: 

1.  Population 20  points 

2.  Number  of  architects,  engineers  and  contractors  ...  25  points 

3.  Number  of  industries  rated  over  $10,000  25  points 

h.   Average  of  three  previous  years*  estimates  20  points 

%   Average  of  three  previous  years'  orders ,..,,  10  points 

An  index  of  100  points  is  used  to  cover  all  the  factors.  These  points  are 

divided  among  the  factors  in  proportion  to  the  importance  the  manufacturer 

feels  that  each  playe  in  determining  the  possibilities  as  indicated  above. 

The  procedure  as  applied  to  a  given  territory  is  as  follows: 

First,  the  population  of  the  territory  is  divided  by  the  total  population 

of  the  United  States  and  the  resultant  per  cent,  is  multiplied  by  the  20 

index  points.  This  gives  the  number  of  index  points  for  population.  Second, 

the  number  of  architects  and  engineers  and  contractors  in  the  territory  is 

divided  by  the  entire  number  in  the  United  States,  and  this  per  cent,  is  mul- 

tlplied  by  25.   In  the  same  mnner,  the  procedure  is  carried  out  with  all  the 

other  factors,  and  for  all  the  territories.  The  points  for  the  entire  number 

of  sales  territories  is  added  together  to  get  the  total  index  points  for  the 
country. 

The  company  quota  is  set  up  as  a  certain  goal  which  expresses  the 
amount  of  business  which  the  officials  think  they  can  attain  during  the  en- 
suing budget  period.  This  amount  is  represented  by  the  total  index  points 
in  the  United  States.  The  share  of  the  whole  quota  each  part  of  the  company, 
the  territory,  or  agency  Is  to  carry,  is  established  by  computing  the  per 
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cent,  of  all  the  index  points  in  the  United  States  in  each  territory  or 
agency.  This  per  cent,  is  then  multiplied  by  the  total  quota,  which  is  ex- 
pressed in  dollars. 
Standard  Conveyor  Compagy  Plan 

In  the  April,  1929,  issue  of  the  monthly  magazine  "System",  Mr.  E.D 
Dinriadle  describes  the  Standard  Conveyor  Company's  method  of  estimating  its 
s&lee  m  connection  with  its  budget  procedure.  This  company  computes  by 
carefully  compiled  records,  the  sales  possibilities  of  each  territory.  To 
each  territory,  then,  is  assigned  the  number  of  salesmen  and  the  sales  ex- 
pense all^rance  compatible  with  the  planned  sales.  Each  salesman's  monthly 
and  weakly  and  sometimes  even  daily  performance,  Indicated  by  the  accounting 
department  records,  is  checked  against  the  sales  guota  assigned  to  him. 

This  company  first  considers  the  Industrial  census  and  lists  every 
concern  that  offers  a  good  sales  opportunity.  Previous  sales  are  analyzed 
and  through  experience  It  is  indicated  that  in  a  given  line  of  industry,  a 
company  to  be  a  good  prospect  must  have  a  force  of  employees  above  a  definite 
Minimum.  Cross-checking  disclosed  that  the  number  of  employees  almost  with- 
out  exception  corresponds  with  a  credit  rating  of  a  given  size  -  varying. 
Of  course,  with  the  line  of  business.  Another  measure  of  plant  capacity 
l.elow  Which  this  company's  products  can  be  of  little  service,  is  the  con- 
nected horse-power,  which  runs  uniformly  at  a  minimum  of  25O;  therefore  as' 
an  example  of  a  standard  use  in  the  case  of  a  machine  shop,  a  rating  of 
$200,000  and  2,0   connected  horse-power  defines  a  good  prospect  for  the  com- 
pany's products,  in  the  case  of  a  woodworking  plant,  a  rating  of  $50,000 
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■to  $75,000  wtth  250  connected  horse-power  is  considered  a  standard.  This 
list  of  prospects,  broken  down  by  sales  territories,  is  sub-diTlded  into 
51  lines  of  business.  This  constitutes  a  mailing  list,  and  the  basis  for 
setting  sales  quotas.  Through  this  method  the  company  can  figure  the 
aggregate  volume  of  business  a  territory  should  yield  and  the  quantities 
of  each  type  of  equipment  which  It  should  require. 

Of  the  51  industries  which  this  company  lists,  23  yield  87^  of 
the  business.  The  percentage  of  total  sales  represented  by  the  sales  In 
one  industry  runs  rather  evenly  from  year  to  year.  Consideration  is  also 
given  to  the  specialization  of  equipment  by  industries.  For  example,  an 
automobile  plant  uses  more  gravity  roller  conveyors  than  any  other  type  of 
the  company^ s  products.  A  department  store  or  wholesale  house  uses  a 
correspondingly  large  number  of  spiral  chutes.  Consequently,  an  analysis 
of  the  sales  indicates  that  in  a  given  territory  covered  by  a  salesman 
whose  ability  Is  known,  the  companj-  should  obtain  so  many  dollars  worth  of 
sales,  on  the  average,  to  each  automobile  factory,  each  department  store, 
each  lumber  yard,  each  wholesale  drug  house,  etc.  Through  this  method  the 
dollar  volume  of  gravity  roller  conveyor,  spiral  chute,  power  driven  con- 
veyor, portable  equipment  and  pneumatic  tube  system   is  computed  for  the 
territory.  By   cross-checking  the  experience  of  different  territories  with 
any  one  type  of  equipment  in  a  single  Industry,  an  appraisal  Is  made  of  the 
ability  of  an  individual  salesman. 

Experience  has  indicated  a  rather  constant  percentage  of  total 

business  year  after  year  for  enrh  tvT^^  ^^    ^  a.   ^ 

J'  ttx  lor  eacn  type  of  product.  These  proportions  are 
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as  follows: 

Gravity  roller  conveyors  and  wheel  conveyors  25  per  cent. 

Combination  conveying  systems  • , 35  per  cent. 

Gravity  spiral  chutes  and  fire  escapes , . . •  10  per  cent. 

Pilers,  sectional  conveyors,  tiering  mJachines 10  per  cent. 

Belt  conveyors ..,,..,. , 9  per  cent. 

MiscelJjEineous  parts  ...>..•••«•.>.. 9  per  cent. 

Slat  cooyeyors , 2  per  cent , 

This  classification  is  the  starting  point  in  splitting  gross  quotas  among 

different  lines  and  the  capacity  of  the  company's  plant  corresponds  almost 

exactly  to  these  sales  percentages. 

For  the  purpose  of  a  short  term  forecast,  a  study  is  made  of  pro- 
posale.  This  study  enables  the  company  to  forecast  the  trend  of  its  busi- 
ness for  the  immediate  future.  Experience  indicates  that  ordinarily  a 
proposal  remains  as  such  for  two  or  three  months  before  it  develops  into  an 
order;  also  a  definite  proportion  of  proposals  develop  into  orders.  Accord- 
ingly,  these  executives  have  the  materials  to  develop  a  formula  for  the  next 
few  months'  business. 

This  company's  procedure  of  forecasting  Its  sales  is  based  pri- 
marily on  the  actual  sales  possibilities  of  the  terrltor;^.  Careful  records 
are  then  kept  which  show  exactly  how  each  territory  and  each  factory  depart- 
ment stands  in  relation  to  the  predetermined  figures.  Constant  checking  of 
progress  enables  the  ececutives  to  bend  every  energy  in  reaching  the  goal, 
the  predetermined  sales  estimate. 
Eaton. Irane  and  Pike  Compan:^^  Plan 

Mr.  J.  R.  Tobey,  of  the  Eaton,  Crane  and  Pike  Company,  Pittefield, 
Massachusetts,  has  outlined  a  procedure  for  estimating  sales  in  connection 
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with  a  budget  program.   He  claims  that  before  those  responsible  for  the  ex- 
penses of  a  concern  can  prepare  their  budget  for  the  new  year,  they  must  know 
how  much  business  it  is  estimated  will  be  done.  Hence,  the  sales  manager 
must  first  prepare  the  sales  budget.   If  statistics  are  kept  for  each  sales 
territory,  these  figures  will  show  the  sales  for  each  district;  the  district 
sales  will  be  divided  showing  the  sales  by  different  lines  or  kinds  of  prod- 
uct; and  these  will  be  divided  by  salesmen* 

The  sales  manager  prepares  a  budget  by  districts  with  the  help  of 
each  district  rasj3ager.  Consideration  is  given  to  the  general  business  con- 
ditionfl,  the  possibility  of  expansion  in  new  territories,  the  competition 
by  other  concerns,  the  introduction  of  new  lines  of  product,  the  advertising 
program,  salesmen's  contests,  etc.  It  ie  customary  in  preparing  a  sales 
budget  to  establish  quotas  for  each  salesman  for  each  line  and  the  salesman 
has  his  budget  and  knows  how  much  is  expected  of  him.   If  he  does  not  sell 
his  quota  in  a  certain  line,  it  is  expected  that  he  will  explain  to  the  dis- 
trict manager  his  reasons  for  failing  to  do  so. 

The  experience  of  this  company  would  indicate  that  it  is  very 
difficult  to  prepare  a  good  sales  budget  without  furnishing  the  sales  depart- 
ment with  complete  information  concerning  the  past  sales.   It  is  necessary 
for  the  sales  department  to  have  at  least  the  following  information: 

1.  Any  changes  in  the  policy  of  the  company  such  as  the 
establishment  of  branch  offices  throughout  the  country, 
changes  in  prices,  advertising  campaigns  and  the  de- 
velopment of  new  goods, 

2.  Information  concerning  general  trade  or  market  con- 
ditions. This  information  may  be  obtained  through 
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outside  agencies  or  through  industrial  research  ' 
carried  on  hj  the  firm. 

3.  Reports  showing  sales  for  past  periods. 
Belden  Manufacturing  Compaay  Plan 

Mr.  Harold  V.  Goes,  Vice-President  and  General  Manager  of  the  Belden 
Manufacturing  Ccanpany,  has  indicated  in  an  article  entitled  "Some  Essential 
Principles  ^or  Budgetary  Control"  that  a  sales  estimate  or  forecast  is  "based 
on  the  following  information: 

1-  The  amount  and  character  of  previous  sales  -  smalyzed. 

2.  The  present  and  future  market  conditions,  the  trade 
",  situation  -  market  analysis. 

3.  The  executive  plans,  policies  and  administrative  ex- 
pense of  the  business. 

It  is  evident  in  connection  with  these  factors  that  if  euch  information  is 
not  furnished  tp  those  executives  responsible  for  the  budget  program,  their 
estimates  of  sales  volume,  the  starting  point  in  any  budget  program,  may  be 
inaccurate  due  to  the  lack  of  information  concerning  the  circumstances  from 
which  the  compan^^  is  expected  to  get  its  actual  sales  volume.  Furthermore, 
it  is  not  expected  that  the  budget  supplant  good  business  Judgment,  and  if 
at  any  time  circumstances  and  conditions  which  were  expected  to  be  normal 
over  the  ensuing  period  should  become  abnormal,  then  the  sales  estimate, 
whether  it  be  the  total  estimate  or  a  readjustment  of  the  component  parta  of 
the  total,   must  be  changed  to  meet  the  new  economic  conditions. 
Miscellaneous  Sales  Budget  Plans 

The  Dartnell  Corporation  has  compiled  the  following  tabulation  of 
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the  main  considerations  used  in  establishing  sales  quotas  and  sales  estimates 


by  various  companies. 


Name  of  Concern 


Ford  Motor  Company 


Main  Considerations  in  Setting  Quotas 

Population;  wealth  of  coimnunity; 
nature  of  local  industries. 


Todd  Protectograph  Company 
Burroughs  Adding  Machine  Company 


The  Conklin  Pen  Manufacturing  Co. 


West ingho use  Lamp  Company 


F.  E.  Compton  and  Compan;^^ 


Vogan  Candy  Company 


: 


Population. 

Territory  possibilities  based  on  busi- 
ness enterpriae  figurea  compiled  by 
es'cenaive  re8e<'.rc.'i  anc.  investigating 
work;  past  performances. 

Per  capita  measurements;  records  of 
past  sales;  ability  of  Individual 
salesmen. 

District  manager's  estimates  of  sales 
for  year;  production  capacity. 

Definite  scale  of  increase  over  pre- 
vious year's  performance  of  each  can- 
vasser. 

A  daily  order  minimum,  depending  on 
territory,  largely  to  encourage  more 
calls. 


Malone  and  Hyde,  Inc. 


Arbuckle  Bros. 

Unltecf  Drug  Company 

(Name  withheld  —  Paint  and  Varnish 

Industry) 

Robt..  H.  Ingersoll  and  Bro. 


White  Sewing  Machine  Company 


The  Address ograph  Company 


Total  sum  of  what  salesman  and  sales 
manager  decide  each  dealer  should 
sell  during  year. 

Past  performances. 

Past  performances. 

Territory  possibilities;  conditions; 
ability  of  salesman;past  experience. 

Production;  past  records  of  sales  by 
•territories. 

Volume  in  previous  years;  conditions 
in  territories. 

What  salesmen  think  they  can  produce; 
volume,  number  of  orders;  call  reports. 
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Name  of  Concern 

True  Shape  Hosiery  Company 

Russia  Cement  Company  {LePage*s) 


The  Beaver  Board  Companlee 
Northrup,  King  and  Coi^jony 


George  A,  Hormel  and  Ccaipany 


Salisbury  and  Satterlee  Company 


J%  E.  Porter  Company 


Baker- Vawter  Company 


Kelly-Springfield  Tire  Ccanpany 
American  Radiator  Company 

Duplicator  Manufacturing  Company 


Main  Considerations  in  Setting  Quotas 

Population. 

Five  groups  of  products  taking  separate 
guotas  based  largely  on  sales  of  pre- 
vious years  and  conditions. 

Per  capita  statistics. 

Number  of  possible  buyers  in  each  terri- 
tory estimated;  time  required  for  sales- 
men to  cover. 

Sales  for  same  territory  and  same  period 
previous  year. 

Shipments  of  previous  year  plus  certain 
per  cent. 

-Volume  of  sales  during  past  year;  number 
new   dealers  developed;  days  worked  and 
reported;  direct  sales;  number  of  orders; 
average  amount  per  order;  percentage  of 
sales  expense. 

Bank  and  commercial  census  figures;  con- 
ditions; past  business  in  territories. 

Automobile  registrations;  production. 

Past  performeuices;  population;  con- 
ditions. 

Past  records;  ability;  estimated  ter- 
ritory possibilities. 


If/ 


Mr,  J.  A.  Willard  of  Bigelow,  Kent,  T^i Hard -and  Company,  Boston,  Mass- 
achusetts, feels  that  many  of  the  complex  factors  involved  in  the  development 
of  accurate  sales  forecasting,  are  the  result  of  external  conditions,  in- 
formation on  which  is  available  through  printed  statistics  or  is  obtainable 
through  a  market  survey  conducted  by  the  questionnaire  or  interview  method. 
Internal  factors  should  be  readily  available  in  the  sales  and  other  records 
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of  the  company. 

The  Department  of  Coinnierce,  as  well  as  various  State  and  University 
bureaus,  are  constantly  furnishing  information  as  to  the  possibilities  of 
"both  domestic  and  foreign  markets,  and  many  valuable  commercial  surveys  of 
specific  mar}j:eting  €u:eas  are  available, 

Mr.  Willard  suggests  that  a  careful  study  of  the  data  in  the 
following  booJcs  will  form  a  satisfactory  groundwork  for  application  of  in- 
genuity in  sales  forecasting  in  almost  any  type  of  business. 

1^   "A  Guide  to  Publications  and  Activities  Relating  to  Domestic 

Marketing"  —  Department  of  Commerce. 
2,     "Commercial  and  Industrial  Organizations  of  the  U.S."  — 

Department  of  Commerce. 
3«   "The  Market  Data  Book  Containing  a  Directory  of  Industrial, 

Trade  and  Class  Publications"  —  Published  by  G.D,  Crain,  Jr., 

Chicago. 

4.  "The  Source  Book  of  Research  Data"  —  Devoted  entirely  to 
sources  of  reliable  statistical  information,  edited  by  Lewis 
H.  Haney. 

5.  "Retail  Shopping  Areas  —  A  suggested  grouping  of  countiee 
about  683  principal  shopping  centers,  with  6k2  sub-centers 
indicated"  -•  Compiled  by  J.  Walter  Thompson  Company,  Chicago. 

6.  "A  Study  of  All  American  Markets,  Including  all  Cities  and 
Towns  of  1,000  Population  or  More  in  the  United  States"  — 
Published  by  The  100,000  Group  of  American  Cities,  Chicago. 

%,      "Sales  Management"  (Magazine)  Yearly  Reference  Number  —  Con- 
^    taining  Index  of  Buying  Power  of  the  United  States,  Arranged 
by  Counties. 
o.  International  Magazine  Survey. 

9t  Curtis  Publishing  Company  Survey  I928--I929  based  on  circula- 
tion of  the  Saturday  Evening  Post,  Ladies*  Home  Journal  and 
fhe  Country  Gentleman. 
10.  R.  L.  Polk  Business  Census  of  I926. 
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AN  ECONOMIC  SERTICE  TO  BUSINESS 


This  ie  one  of  numerous  pu'felications  issued 
hy   the  Policyholders  Service  Bureau  in  the  interest  of 
"better  management  in  business.  The  Metropolitan  has 
good  reason  for  desiring  to  contribute,  so  far  as 
practicable,  to  improved  practices  in  management.  Ef- 
fective management  is  a  vital  factor  in  the  continuous 
and  profitable  operation  of  business  enterprises  and 
helps  to  bring  about  steady  work  and  regular  income 
for  Metropolitan  policyholders,  who  number  more  than 
one  out  of  five  of  the  general  population.  An  even 
-Ipreater  proportion  than  one-fifth  of  the  employees 
:in  commerce  and  Industry  are  insured  by  the  Metropolitan 
J^lfe  Insurance  Company.  The  relationship  between 
prosperous  policyholders  and  the  company* s  progress  is 
obvious. 

Because  of  its  great  stake  in  the  nation's 
economic  life,  the  company  has  set  up  the  Policyholders 
Service  Bureau  to  carry  out  a  program  of  economic  ser- 
vice to  business.  The  Bureau  staff  is  made  up  of  special- 
ists in  the  vsirious  fields  of  management  --  in  business 
organization,  office  management,  accounting  and  finance; 
in  marketing,  distribution,  advertising  and  sales  manage- 
ment; in  production  and  personnel  management;  in  business 
and  economic  research;  in  industrial  health  and  accident 
prevention. 

Investigations  of  subjects  of  current  interest 
to  business  executives  are  continually  being  carried  on 
by  the  Bureau's  specialists  in  the  various  fields  of 
management.  Reports  of  such  of  these  investigations  as 
are  of  general  interest  are  published  from  time  to  time. 
For  additional  Information  about  the  work  of  the  Bureau 
or  its  published  reports,  address: 


Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
One  Madison  Avenue 
New  York  City 
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BUDGETING  FOB  AUTOMOBILE  DEALERS 


NOTE This  report  was  prepared  to  answer 

specific  questions  presented  "by  a  Group  Insurance 
policyholder  of  the  Metropolitan.   It  was  x;omplled 
with  special  reference  to  the  situation  confronting 
the  organization  for  which  the  service  was  rendered, 
and  is  not  intended  as  an  all-inclusive  discussion  of 
the  su"bject.   The  report  has  "been  made  available  for 
general  distribution  "because  it  is  believed  that  the 
contents  may  be  of  interest  to  executives  confronted 
with  similar  problems.  In  the  form  here  presented, 
references  or  material  of  exclusive  Interest  to  the 
company  for  which  it  was  prepared,  have  been  removed. 

The  report  aims  to  present  factually  the  methods  and 
practices  of  business  men  in  meeting  the  particular 
problem  considered.   Opinions  cited  are  those  of  the 
contributors,  and  their  use  in  the  report  does  not 
Indicate  any  endorsement  on  the  part  of  the 
Metropolitan  Life  Insurance  Company. 


Prepared  by 
Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
New  York  City 

1931 
Reprinted  1952 
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BtJIxaSTING  FOR  AUTOMOBILE  DEALERS 


An  Investigation  of  the  methods  of  control  adopted  "by  automobile 
dealers  and  distrihutors  disclosed  that  many  of  these  agencies  are  operating 
on  some  definite  plan  for  guiding  their  future  activity.  In  the  cases 
studied  these  plans  range  from  a  highly- organized  "budget  plan  for  a  large 
organization  to  some  simplified  form  for  the  smaller  "business,  sometimes 
not  even  set  dovm  in  written  form. 

A  c<Mitroller  of  a  large  sales  and  service  company  in  New  York 
stated  that  his  experience  of  twenty  years  in  the  automobile  business  had 
convinced  him  that  adequate  control  of  a  large  agency  was  next  to  impossible 
without  some  form  of  budgeting.  The  actual  methods  of  maintaining  such  con- 
trol might  vary  according  to  the  set-up  of  the  particular  organization,  he 
believed,  but  in  essence  there  was  usually  a  marked  degree  of  similarity. 
This  agency  conducts  a  vdiolesale  and  retail  business  with  sub- 
agencies  located  in  adjacent  territory.  A  classification  of  acooxmts  and 
standardized  accounting  procedure  as  developed  and  published  in  manual  form 
by  the  manufacturer  of  the  car  handled  in  this  case  have  been  adopted.  The 
purpose  of  this  manual  is  to  provide  a  practical  and  efficient  accounting 
system  for  distributors  and  dealers.  One  of  its  principal  advantages  lies 
In  the  fact  that  through  its  use  the  operations  of  different  dealers  may  be 
recorded  on  a  comparable  basis.  Since  the  distribution  of  indirect  expenses 
to  productive  departments  might  destroy  the  value  of  the  figures  for  com- 
parative purposes,  redistribution  of  indirect  expense  has  been  eliminated, 
the  purpose  being  to  have  only  direct  expense  charged  to  departmental 
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operations  and  indirect  or  general  expense  deducted  as  a  total  from  the  opera- 
tions of  the  "business.  The  manufacturing  company  strongly  discourages  the 
opening  of  accounts  other  than  those  prescribed  hut  suggests,  if  further  in- 
formation is  required  in  the  records,  the  instituting  of  sub-classifications 
of  accounts  already  listed.  This  applies  to  assets,  liahllitles,  operating, 
and  expense  accounts.  As  a  hasis  for  the  Budget,  this  agency  is  using  the 
prescribed  manual  of  accounts  with  a  few  variations. 

This  dietrlbuting  company  maintains  its  wholesale  business  absolute- 
ly distinct  from  its  retail  business.  It  is  felt  that  the  conditions  and 
circumstances  of  these  two  types  of  business  are  so  much  in  contrast  that 
valuable  information  and  control  would  be  lost  if  an  attempt  were  made  to 
merge  the  statistics.   This  company,  therefore,  operates  its  wholesale  busi- 
ness as  a  distinct  unit  and  keeps  separate  records  for  the  income  of  this  de- 
partment. The  expenses  are  applied  directly  against  this  inccxne.  Where  there 
is  a  question  of  expenses  that  are  incurred  for  both  units,  such  as  General 
and  Administrative  Expenses,  the  division  is  made  in  accordance  with  a  formula 
which  would  represent  the  benefit  of  that  expense  to  each  division  of  the 
business.  This  system  enables  the  management  to  evaluate  the  operations  of 
each  unit  on  its  own  merits, 
THE  SALES  ESTIMATE 

This  survey  revealed  the  opinion  among  those  contacted  that  every 
dealer  should  forecast  his  own  sales.  No  general  rule  or  regulation  can  be 
prescribed  for  any  one'  conipany.  Each  is  confronted  with  its  own  problem  of 
sales  potentiality.   The  estimated  sales  should  reflect  the  past  experience 
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of  the  company  and  the  potentiality  of  the  territory  in  which  the  company 
operates.  These  potential  sales  are  affected  "by  the  local  "business  con- 
ditions, the  standards  of  the  community,  the  population,  competition  and 
other  miscellaneous  factors  decidedly  local  in  character.  When  a  "budget 
is  to  "be  planned  in  the  company  the  executives  who  have  a  special  knowledge 
of  local  conditions  are  called  in  conference  to  evaluate  the  comparjy's  past 
experience  and  its  proljahle  future.  Through  this  intercharxge  of  knowledge, 
an  estimated  sales  f igxire  is  obtained  which,  according  to  the  Judgment  of 
these  executives,  reflects  the  probable  income  from  sales  for  the  coming 
year.  This  figure  is  the  starting  point  of  the  Budget  Plan.  To  estimate 
this  sales  volume  is  probably  the  most  difficult  factor  in  budgeting,  and 
usually  it  is  desirable  that  those  responsible  for  producing  this  volume 
should  have  a  voice  in  setting  the  quota.  According  to  the  experience  of 
the  company  there  is  a  high  degree  of  correlation  between  these  estimated 
and  actual  sales  figures  over  a  period  of  years.   The  actual  figures  varied 
from  the  estimated  figures  anywhere  from  2  per  cent  to  7  per  cent. 

After  the  sales  volume  or  probable  receipts  are  estimated,  the 
systan  of  budgeting  expense  advocated  by  the  National  Automobile  Dealers 
Association  is  generally  followed  in  this  organization.  The  executive  re- 
sponsible for  this  activity  stated  that  he  did  not  use  the  Association's 
budget  plan  in  its  entirety,  since  his  own  adaptation  gave  him  a  better 
control  of  his  particular  business,  confronted  as  it  was  with  its  own 
peculiar  conditions.  The  budget  plan  of  the  National  Automobile  Dealers 
Association  is  necessarily  somewhat  general  in  character  as  it  is  intended 
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to  "be  used  "by  all  types  of  dealers  and  distritutors  throughout  the  country. 
It  is  a  very  helpful  compilation  as  a  starting  point,  however. 
BUDGETING  THE  USED  CAR  FACTOB 

This  company  has  adopted  a  rather  Interesting  and  unusual  method 
of  treating  the  value  of  used  cars  turned  In  on  new  car  sales.  When  a 
used  car  is  traded,  an  account  "Stores  Used  Cars"  is  charged  with  the  allow- 
ance for  the  used  car,  and  "Accounts  Receivable  Vehicles"  is  credited.  An 
account  called  "Trade-in-Loss"  is  charged  with  15  per  cent  of  the  resale 
value  of  the  used  car,  and  an  account  "Reserve  Used  Car  Expense"  is  credited 
for  the  same  amount.  The  account  "Stores  Used  Cars"  is  charged  with  any  re- 
pairs or  alterations  which  enhance  the  value  of  the  car,  and  the  proper 
stores  or  labor  account  is  credited  for  the  same  amount.  When  the  used  car 
Is  disposed  of,  "Accounts  Receivable  Vehicles"  Is  charged  with  the  total 
billing  price,  and  the  accJ!Junt  "Sales  Used  Cars"  is  credited.  To  close  the 
record  of  the  sale,  "Cost  of  Sales  Used  Car"  is  charged  with  the  allowance 
price  plus  cost  of  repairs,  and  "Stores  Used  Cars"  is  credited  for  the  same 
amount.   "Reserve  Ueed  Car  Expense"  is  charged  with  15  per  cent  of  the  sell- 
Ing  price  set  up   at  the  time  of  trading,  and  the  "Cost  Used  Car  Sales"  is 
credited  with  the  same  amount.  Any  deliberate  over-allowance,  sometimes 
necessary  Under  special  circumstances,  should  be  charged  to  the  account 
"Trade-In-Loss"  at  the  time  the  car  is  traded.  On  the  other  hand  any  loss 
at  the  time  of  the  sale  must  be  charged  directly  against  gross  profits. 
The  "Trade-In-Loss"  account  covers  all  excess  allowances  on  used  cars  which 
are  charged  off  at  the  time  the  car  Is  taken  in,  but  it  does  not  include 
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any  losses  taken  on  used  cars  at  the  time  of  delivery.  The  account  also 
includes  the  15  per  cent  that  is  credited  to  "Reserve  Used  Car  Expense" 
when  the  car  is  taken  in.  This  15  per  cent  is  a  charge  against  the  New 
Car  Department  and  an  allowance  to  the  Used  Car  Department,   This  system 
has  the  «=^ffect  of  treating  the  Used  Car  Department  as  incidental  to  the  new 
car  sales.  If  this  allowance  of  15  per  cent  is  considered  a  charge  to  the 
new  car  sale  and  an  allowance  to  the  Used  Car  Department,  the  Used  Car  De- 
partment should  he  ahle  to  maintain  itself.  On  the  other  hand,  the  Used 
Car  Department  is  expected  to  operate  at  a  loss  of  15  per  cent,  providing 
no  allowance  is  extended  to  it  from  the  new  car  sale. 
THE  STUDEBAKER  BUDGET  PLAN 

In  connection  with  this  investigation  the  treasurer  of  another 
large  distributing  agency  was  Interviewed  for  his  experience  with  budgeting. 
This  company  uses  the  standard  manual  "Budget  System  for  Studebaker  Dealers" 
published  by  the  Studebaker  Corporation  of  America.  This  system  ia  more 
restricted  than  the  plan  of  the  National  Automobile  Dealers  Association  in- 
asmuch as  the  budget  plan  is  built  up  especially  for  Studebaker  dealers. 

The  manual  prfjvides  a  classification  of  accounts  from  which  may 
be  developed  a  set  of  budget  standards  and  prescribes  the  comparison  of 
actual  results  with  the  standards  thus  developed.  One  of  the  main  essentials 
T5f  correct  budgeting  is  to  secure  a  dependable  basis  for  the  volume  of  new 
car  sales.  Emphasis  is  placed  on  the  importance  of  a  system  of  accounts 
that  will  produce  final  figures  readily  comparable  with  standard  performance. 
The  plan,  as  developed,  is  based  on  the  following:- 
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The  assumption  that  a  certain  ramiber  of  new  cars  will 
"be  sold  at  retail  during  the  year  which  conforms  close- 
ly to  actual  past  accomplishments.  This  sales  volume 
Is  calculated  In  dollars  hy  multiplying  the  average 
list  price  per  car  "by  the  number  of  cars  to  he  sold 
during  the  year. 

Apply  to  this  estimated  total  sales  volume  (in  dollars) 
the  expense  percentage  ratio,  as  given  In  the  Budget 
Table  nearest  In  the  car  unit  volume  to  the  number 
of  cars  expected  to  be  sold  as  a  minimum  during  the 
year.  This  will  develop  the  amount  of  expense  for 
each  Item  In  the  expense  account  schedule  allowed  for 
the  year  for  each  account  and  for  the  total  of  all 
expense  accounts. 

Divide  the  amount  of  each  expense  account  by  twelve 
to  determine  the  amount  of  each  expense  account  for 
a  month.  Most  of  the  expense  accounts  are  of  a  non- 
variable  or  fixed  nature  during  each  month  of  the  year, 
there  being  only  two  major  accounts  which  are  of  a 
"floating"  nature,  that  is,  varying  in  proportion  to 
sales  volume  of  new  ceirs.  These  floating  items  repre- 
sent that  portion  of  the  account  Salaries  and  Conmlsslon 
on  Sales  which  constitutes  payments  to  salesmen  as  dis- 
tinguished from  the  supervision  cost  of  selling  cars 
and  that  portion  of  the  advertising  expense  account 
which  represents  amounts  paid  to  the  factory  for  adver- 
tising. 

From  month  to  month,  regardless  of  the  number  of  cars 
sold,  a  comparison  should  be  made  between  the  amount 
of  actual  expense  in  detail  with  the  amount  of  Budget 
Standards  as  determined  in  accordance  with  paragraph 
three  above,  to  see  whether  operating  expenses  are  in 
accord  with  the  standards.  The  percentages  of  the 
actual  expenses  to  the  actual  sales  are  of  little  con- 
sequence, only  the  actual  amounts  being  of  importance 
from  month  to  month.  When  the  year  is  completed,  the 
ratios  of  the  actual  expense  amounts  to  the  new  car 
sales  at  list  will  be  in  close  accord  with  the  budget 
percentages  or  ratios  if  the  actual  monthly  expenses 
have  been  controlled  properly. 

According  to  the  Studebaker  Budget  Manual,  it  is  absolutely  essen- 
tial that  retail  and  wholesale  operations  be  accounted  for  separately. 
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Budget  Plans  have  "been  published  in  manual  f  onn  "by  the  Studeljaker  Corporation 
of  America  for  dealers  and  distributors  selling  from  25  to  1,000  new  care  per 
year.  This  "budget  procedure,  with  slight  modifications  to  reflect  local  con- 
ditions, is  in  use  in  the  agency  contacted  and  is  giving  satisfactory  results. 

According  to  the  section  of  the  country  in  which  the  dealer  operates, 
there  is  a  seasonal  variation  in  sales  volume.  The  following  percentages  of 
total  sales  volume  for  the  various  months  as  listed,  is  obtained  by  this  local 
Studebaker  agency. 


January 

h^   of  the  total  sales  volume  for  the  year 

February 

6^  ' 

t            Tl              H          t»        1 

1       tl 

March 

11^  ' 

«            tf              tf          11        t 

1       11 

April 

15^  ' 

»            tl              tt          »»        » 

1       It 

May 

15^  ' 

1            t»              ff          Tl        t 

1       It 

June 

10^  ' 

t            It              ft          11        1 

1       If 

July 

9i    ' 

1            11              tf          11        1 

1       If 

August 

9^  ' 

1            11              ff          tl        1 

f       It 

September 

10^  ' 

1           It             It         M       1 

t       It 

October 

61^    • 

f           tl             tl         If       t 

1       tt 

November 

5^  ' 

1           M             It         11       1 

1       If 

December 

hi     • 

1           tl             It         tt       1 

t       If 

100^  Total  volume  for  the  year 

In  developing  its  program,  this  company  modifies  the  general 
Studebaker  standards  according  to  these  percentages  to  give  effect  to  the 
operating  conditions  in  the  territory  which  it  serves. 
OPERATING  COSTS 

The  A.  W.  Shaw  Company,  recently  merged  with  the  McGraw-Hill 
Publishing  Company,  conducted  an  exhaustive  investigation  among  5^1  auto- 
mobile dealers  and  garage  owners  in  23  states,  and  published  cost  Items  for 
doing  business.  The  following  figures  reflect  the  total  cost  of  doing 
business  for  dealers  and  garage  owners  in  towns  and  cities  of  less  than 
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100,000  as  developed  from  this  investigation.  These  cost  percentages  are 


r  fr 


i^ 


"based  on  total  gross  sales: 

Rent 2.i+5^ 

Advertising 55*5^ 

Heat  and  Light 1.^+0^ 

Power  for  Shop 25^ 

Stationery  &  Supplies 55^ 

Insurance  &  Taxes 80^ 

Bad  Debts ...••..*..   ,2% 

Total  . , 


Service 

Warehouse,  Storage  &  Expense 

Salesmen's  Salaries  &  Commissione 

Salaries  (Office  &  Shop) 

Unloading  &  Setting  Up  New  Cars., 
General  Expense  &  Incidental. .... 

Instruction  &  Administration 

19.10^ 


1.10^ 

h.i(yf> 

1.50^ 
.25^ 


The  following  figures  published  by  the  same  organization  indicate 
the  total  cost  of  doing  business  for  dealers  and  distributors  in  cities  of 


100,000  and  above.  These  percentages  are  related  to  total  gross  sales. 


Bent 1.60^0 

Advertising...* 1.20^ 

Heat  and  Light .  h3% 

Power  in  Shop.> » 07^ 

Stationery  &  Supplies 17^ 

Insurance  &  Taxes ........  1 . 10^ 

Bad  Debts , 2% 

Total 15.97^ 


Service • . . 

Warehouse  Storage  Expense 

Salesmen's  Salaries  &  Commissions 

Salaries  (Office  &  Shop) 

Unloading  &  Setting  Up  New  Cars.. 

Gen'l  Expense  &  Incidentals 

Instruction  &,  Administration 


A6i 
.21^ 

5.25* 

l.Bo* 
.51* 


The  same  Bureau  of  Business  Standards,  Inc.,  of  the  Shaw  Publica- 
tions ccmpiled  the  total  costs  of  doing  business  for  garage  &  service  stations 
in  cities  of  100,000  and  above.  The  figures  are  presented  for  the  purpose  of 
establishing  a  normal  standard  with  which  an  individual's  actual  experience 
may  be  compared  in  measuring  the  efficiency  of  a  specific  business.   It  is 
noted,  however,  that  strict  comparability  in  operating  conditions  should 
exist  in  making  such  a  comparison.  The  figures  compiled  by  the  Bureau  of 
Business  Standards,  Inc.,  are  as  follows: 
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Bent 8.U5^ 

Advertising 95^ 

Heat  &  Light 1.70^ 

Power  and  Shop 70^ 

Stationery  and  Supplies.   .17^ 


Insurance  &  Taxes 53^ 

Bad  Debts 95^ 

Salaries  (Office  &  Shop) 19.iiO^ 

General  Expense  ^-.  Incidentals 55^ 

Total 55^0^ 


These  cost  percentages  are  figured  on  the  total  net  sales.  Wages 
of  employees  and  office  salaries  are  expensive  for  the  city  service  station, 
according  to  figures  submitted  to  the  Bureau.   In  connection  with  this  last 
group,  the  Bureau  had  serious  difficulties  in  finding  representative  com- 
panies with  standardized  methods.   As  the  results  of  this  survey,  therefore, 
are  merely  indicative  and  not  final,  these  figures  should  be  used  accordingly. 
BUDGET  PLAN  OF  TOE  NATIONAL  AUTOMOBILE  33EALERS  ASSOCIATION 

At  the  10th  Annual  Convention  of  the  National  Automobile  Dealers 
Association,  Mr*  Fano^her,  Accounting  Supervisor  for  the  Association  dis- 
cussed the  studies  which  he  had  made  of  hundreds  of  dealers.   In  hie  dis- 
course, "Get  Your  Profits  First",  he  indicated  six  reasons  why  many  dealers 
fail  to  make  5  per  cent  or  even  3  per  cent  profit  on  sales  volume.  They 
are  listed  in  order  of  importance  as  follows: 

Used  cars. 
Unprofitable  shop. 
Under  capitalization. 
Bad  credits. 

Improper  bookkeeping  and  lack  of  expense  control. 
Neglect  of  accessories  and  parts  department  as  a 
source  of  profit. 

In  developing  the  subject  "Improper  Bookkeeping  and  Lack  of  Ex- 
pense Control",  Mr.  Fancher  warned  against  the  use  of  averages  and  stressed 
the  importance  of  a  departmental  set-up  for  determining  the  efficiency  of 
each  department.  In  discussing  the  budget  plan,  he  also  cited  the  follow- 
ing ratios  as  helpful  in  determining  business  efficiency. 
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Chart  i 


Tests  of  Business  Efficiency 

Batio  net  profit  to  sales , , , 5^ 

current  assets  to  current  liabilities 2  to  1 

Turnover  of  Accounts  Receivable , I+5  days 

Turnover  of  Inventory.  ...•.., , 6  times  yearly 

Turnover  of  Used  Cars 12  times 

The  second  item  should  be  watched  very  closely  as  it  is  of  the 
utmost  Importance  to  the  banker  who  contemplates  loaning  money  to  the  dealer ;. 
the  third  Is  very  valuable  and  is  arrived  at  by  dividing  average  daily  charge 
sales  into  outstanding  customer  accounts  receivable;  the  fourth  one  is  ar- 
rived at  by  dividing  the  average  Inventory  figurer  into  the  cost  of  sales;  the 
fifth  one  is  especially  vital,  as  it  indicates  the  used  car  trading  policy 
of  the  management  and  the  ability  of  the  used  car  department  to  quickly  dis- 
pose of  those  used  cars  that  are  taken  In  on  new  car  sales. 

In  establishing  his  first  sales  quotas,  the  dealer 'has  to  give  the 
subject  much  thought  and  study.  He  must  go  back  over  his  records  for  pre- 
vious years,  he  must  study  present  conditions,  his  potential  sales  possibili- 
ties and  the  increase  over  last  year  which  he  wants  to  make.  He  must  also 
give  thought  to  a  "balanced  sales  volume",  which  is  of  great  importance  and 
a  subject  to  which  dealers  and  distributors  are  inclined  to  give  too  little 
consideration.  The  sale  of  a  certain  volume  of  new  cars,  at  retail,  carries 
with  it  potential  sales  for  a  certain  amount  of  parts,  accessories  and  labor. 
For  a  retail  establishment  the  percentages  shown  In  Chart  No.  2  are  fairly 
average,  and  if  adhered  to,  should  give  a  satisfactory  balance  in  sales  among 
several  departments. 
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Chart  No.  2 

This  shows  60^  of  total  sales  new  cars, 
l6>  of  total  sales  used  cars. 
Ik^   of  total  sales  parts,  accessorleB, 
10^  of  total  sales  labor. 
100>  Total  sales  volume  for  the  year, 

Mr.  Fancher  stated  that  the  most  practical  way  to  set  up  sales 

quotas  is  on  a  quarterly  ha3is,and  in  Chart  No.  3  he  shows  a  division  hy 

quarters  which,  although  an  average,  gives  the  idea  of  proratirig  sales  on 

a  seasonal  "basis. 

Chart  No.  5 

Division  of  Sales  Quarterly 

,19^  Total  Sales  January,  February,  March 

55^  Total  Sales  April,  May,  June 

27^  Total  Sales  July,  August,  September 

JSi^o'tal  Sales  October,  November,  December 
100% 

A  dealer  may  set  up  monthly  figures  in  season  and  can  govern  his 
variable  expenses  of  selling,  such  as  commissions,  advertising,  etc.,  by 
those  different  monthly  set-ups.  Such  a  budget  plan  becomes  more  flexible 
and  more  practical. 


Chart  No>  k 

SALES  AND  BUDGET  SET-UP 

For  Dealer  Doing  $500,000.00  New  Car  Volume 


Sales 


$500,000.00 
125,000.00 
100,000.00 
75,000,00 
800,000,00 
Net  Profit,  5^. 


New  Cars 

Used  Cars 

Parts  &  Accessories 

Labor 

Total     General  &  Administrative 


Expense  Ratio 
To  Dept.  Sales 

10.5^ 

16.5^ 
^M 

25.0^ 
$1|0,000.00 


^*-iMwr»i«FSaB. 
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On  Chart  No.  k,   Mr.  Fane  her  sets  up,  as  an  example,  sales  and 
budget  figures  for  a  d«^aler  doing  at  r^^tall  $500,000  new  car  sales  volume. 
The  "balance  In  sales  recoinmended  previously  Is  maintained  here.  Having 
once  established  sales  quotas,  in  a  similar  manner  to  that  shown  on  this 
chart,  the  next  step  is  to  figure  net  profit  on  that  volume,  as  that  is  of 
paramount  importance,  aj:id  set  it  aside  first,  so  that  the  management  will 
be  sure  of  withholding  that  amount  from  the  budget  of  expense.  In  this 
case  it  amounts  to  5  per  cent  of  $800,000  worth  of  merchandise,  or  $U0,000 
net  profit.  The  next  step  then  is  to  plan  the  operations  so  as  to  make 
these  two  goals  attainable. 

The  cost  of  sales  and  gross  margin  next  needs  attention,  and  they 
are  factors  in  business  over  which  too  few  dealers  and  distributors  have 
proper  control,  according  to  Mr.  Fancher. 

The  example  shown  in  the  next  chart  is  based  on  margins  of  22  per 
cent  on  new  cars,  25  per  cent  on  parts  and  accessories  and  50  per  cent  on 
labor. 


Chart  No.  5 

22^  on  $500,000  new  car  sales  is 4 $110,000 

25^  on  $100,000  parts  and  accessory  sales  is..  25,000 

50^  on  $  75,000  labor  sales  is...... ...*...*  37,500 

Total  Gross  Margin  on  Sales  $172,500 

From  this  gross  margin  figure  first  deduct  the  net  profit  of  $40,000, 

leaving  $132,500  to  budget  in  such  a  manner  that  it  will  pay  all  the  expenses 

of  running  the  business  for  the  coming  year.  This  total  expense  of  $132,500 

is  allocated  on  a  percentage  of  sales  basis  departmentally.   In  the  example 

shown,  the  Association  Survey  indicates  that  10. 5  per  cent  is  an  average 
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expense  ratio  for  new  cars  for  a  "business  doing  this  volume.  That  amounts 
to  $52,500.  To  sell  $125,000  used  cars  will  cost  I6.5  per  cent,  or  $20,625. 
The  parts  and  accessory  expense  will  he  5.6  per  cent  of  $100,000,  or  $5,600, 
and  the  shop  overhead  will  he  25  per  cent  of  $75,000,  or  $l8,750.  For  a 
"business  doing  a  volume  of  $800,000  a  fair  percentage  of  this  amount  for 
general  and  administrative  expenses  is  approximately  k,k   per  cent,  which 
amounts  to  $35,025.  The  total  of  these  five  figures  equals  $152,500,  the 
amount  available  to  cover  all  expenses,  providing  for  $U0,000  profit  or  5 
per  cent  of  the  sales  volume. 

One  Important  item  in  the  example  Just  given  is  the  quota  of  used 
car  sales  as  compared  to  the  quota  of  new  car  sales.  In  Chart  No.  k   this 
ratio  is  shown  as  25  per  cent.  From  the  studies  of  this  phase  of  the  dealer 
activity,  the  association  helieves  that  a  dealer  should  try  to  purchase  used 
cars  only  up  to  a  point  of  his  gross  margin  in  the  new  car.  The  handling  of 
a  greater  volume  than  this  will  entail  investment  of  company  capital  for  used 
cars,  greater  expenses,  and  greater  loss  in  this  department.  Successful 
dealers  are  finding  this  method  a  practical  way  of  answering  the  used  car 
question,  and  these  same  dealers  are  turning  their  used  car  stocks  twelve 
times  a  year.  The  following  tabulation  is  an  analysis  of  the  total  direct 
department  expense. 

New  Car  Department 

Commissions 

Advertising  and 
Demonstrating 

Supervision,  Servic- 
ing Guarantee,  etc. 

Total  new  car  Department 

Expenses  10.5^  $52,500 


5.5^  of  $500,000 

$27,500 

2^  of  $500,000 

10,000 

5%  of  $500,000 

15.000 
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Used  Car  Department 
Coranissions 
Advertising  and 

Demonstrating 
Supervision,  Servicing 

Guarantee,  etc. 
Loss  on  sales 


5.5^  of  $125,000 

$  6,875 

5^   of  $125,000 

6,250 

5^   of  $125,000 
5^   of  $125,000 

3,750 
3.750 

Total  used  car  Department 
Expenses 


Parts  and  Accessories 
Salaries 

Packing,  Wrapping 
Supplies,  etc. 


16.5* 

5.5^  of  $100,000 
2.1^  of  $100,000 


Total  Parts  and  Accessories 
Expense 


Shop  Department  Expense 
Productive  Labor 
(Mechanics)  10^ 

Non-Productive  Labor 
(Janitor,  Cleaning, 

etc . )  5^ 

Supplies,  etc.         loj^ 


of  $  75,000 


of  $  75,000 
of  $  75,000 


Total  Shop  Department  Expense 


25^ 


/'T'^iyt* '■« 


I ; 


r.  r 


General  &  Administrative  Expenses 

Bad  Accounts 

Depreciation 

General  Salaries 

Insurance 

Interest 

Legal  Service 

Licenses 

Light,  Heat,  Power  &  Water 

Other  Expenses 

Bent 

Printing  &  Stationery 

Taxes 

Telephone  &  Telegraph 

Total  General  &  Administrative  Expenses 


$20,625 


$  3,500 


2,100 


$  5,600 


$  7,500 


5,750 
7,500 

$18,750 


$   775 

750 

15,000 

2,500 

3,000 

500 

500 

1,200 

750 

7,500 

1,000 

1,250 

500 

$35,025 


^nrn: 


I't' 
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STEPS  IN  ESTA-RT.TRKTNG  THE  BUDGET 


The  steps   in  establishing  quotas  and  "budgets  are  sunanarizcd  as 


follows: 


V 


1.  study  the  market  and  its  possihilities,  and  es- 
tahlish  sales  quotas  for  each  department  of  the 
business,  bearing  in  mind  the  necessity  of  a 
balance  in  sales, 

2.  Prorate  those  sales  on  a  quarterly  basis  or 
monthly  basis. 

5.  Determine  the  net  profit  desired. 

k.  Determine  the  gross  margin  and  from  this  deduct 
the  net  figure,  the  balance  remaining  being  the 
amount  of  the  expense  budget. 

5.  Allocate  this  budget  to  each  department  on  a 
certain  percentage  ratio  of  sales,  for  expenses, 
this  being  the  standard  ratio  used  by  the  in- 
dustry. 

Having  taken  these  five  steps  the  one  remaining  is  to  divide  the 
total  expense  allowed  each  department  among  the  several  expense  account 
headings  in  that  department.  For  example,  10.5  per  cent  of  $500,000  or 
$52,500  was  allowed  for  all  the  direct  expenses  of  the  new  car  department. 
An  allocation  of  5^  per  cent,  or  $27,500,  is  made  for  ccamnissions,  2  per 
cent,  or  $10,000,  for  advertising  and  demonstration  expense  and  5  per  cent, 
or  $15,000,  for  servicing  guarantee,  supervision,  etc.   In  a  like  manner 
each  departmental  figure  of  expense  is  prorated  over  the  several  classifica- 
tions of  expense  arising  within  the  department. 

On  Chart  No.  6  is  shown  for  the  benefit  of  distributors  what  is 
believed  by  the  National  Association  of  Autranobile  Dealers  to  be  an  average 
budget  and  quota  set-up. 


i 
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Chart  No.  6 
Sales  and  Budget  Set-Up  for  Distributor 


Sales 

$1,8CX),000.00 

550,000.00 

100,000.00 

1^0,000.00 

75,000.00 


Wholesale 

Retail 

Used 

Parts,  Accessories 

Labor 

General  &  Administrative 

Net  Profit 

GROSS  MARGIN  AND  EXPEI^E  BUDGET 
For  $500,000  Volume  New  Cars 


Expense  Ratio 
to  Dept.   Sales 

1.5^ 
20.0^ 

13.0^ 
50,0?. 

3* 


New  Cars 

Used  Cars 

Parts  &  Accessories 

Labor 

General  and  Administrative 

Total 

Less  Net  Profit 

Expense  Budget 


Gross  Margin 
225^  $110,000 

25^    25 , 000 
50^   57,500 

$172  500 

Uo!.ooo 

$132,500 


Exp.  Budget 
10.5^  $52,500 


16.5^ 

5.6^ 

25,0^ 


20,625 
5,600 

18,750 
35,025 


$152,500 


Summarizing  the  review  on  the  subject  of  accounting  and  expense 
control,  there  stand  out  clearly  five  factors  that  should  be  considered  by 
every  dealer. 

The  productive  value  of  complete  accounting  records, 
^e  necessity  of  a  sound  and  complete  accounting  system. 
The  value  of  the  monthly  comparative  statement. 
The  value  of  continually  applying  tests  to  figures 

which  help  determine  efficiency. 
The  benefit  to  be  derived  from  establishing  quotas  on 

sales  and  budgeting  expenses. 

REVISION  OF  THE  BUDGET 

The  principle  of  budget  procedure  is  the  forecasting  of  profits 
^or   a  given  period,  and  for  this  purpose  the  sales  volume  and  expenses  are 
estimated  in  advance.  I^ese  forecasted  figures  serve  only  as  goals  which 


i 
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the  management  "believes  can  be  attained  under  normal  conditions.   If  extraneous 
conditions  affect  the  company  or  the  industry,  a  revision  must  "be  made  of  these 
forecasts,  as  the  original  estimate  is  made  in  light  of  normal  conditions  which 
are  expected  to  prevail  during  the  period  for  which  the  budget  is  planned. 
Under  normal  conditions,  the  management  is  in  a  position  to  Judge  the  deviation 
of  actual  operations  from  the  astimates,  and  in  this  way  to  control  the  "busi- 
ness. Over  a  period  of  years,  the  accumulated  experience  of  executives  with 
"budgeting  methods  tends  to  give  them  a  more  intimate  knowledge  of  their  par- 
ticular Industry  and  the  effects  of  local  conditions  so  that  they  are  enabled 
to  forecast  with  a  surprising  degree  of  accuracy  their  sales  volume  expenses 
and  profits. 

One  agency  executive  warned  of  the  risk  in  the  arbitrary  application 
of  a  budget  program  to  a  business  in  such  a  way  that  the  management,  guided 
solely  by  the  budget,  allows  good  business  Judgment  to  become  dominated  by  the 
figures  planned  in  advance.  This  factor  in   highly  important  inasmuch  as  budget 
figures  or  standards  should  not  pe   followed  blindly,  especially  when  radical 
changes  in  the  industry  or  in  company  policy  affect  fundamentally  the  proposed 
standards.  This  viewpoint  was  shared  by  all  the  executives  interviewed  in 
connection  with  this  report.   In  one  case  it  was  shown  where  the  budget  figures 
had  to  be  revised  materially  to  meet  the  changed  operating  conditions  which 
could  not  have  been  foreseen  at  the  time  the  original  budget  standards  were 
set. 


Another  case  was  mentioned  wherein  a  dealer  had  been  oi>erating  at  a 
loss  for  three  years  and  yet  strictly  on  a  budget  plan.  In  reviewing  the  budget 
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procedure  a  high  degree  of  correlation  between  the  plan  figures  and  actual 
figures  were  found  with  one  exception,  that  was  sales  voliane.  Although 
conditions  had  clianged  materially,  this  dealer  refused  to  change  his  "budget 
appropriation  on  advertising  to  get  the  proper  sales  volume  and  consequently, 
adhering  to  his  "budget  so  far  as  expenses  were  concerned,  operated  at  a  loss. 
This  is  an  instance  where  the  "budget  was  used  to  supplant  good  "business 
Judgment  rather  than  to  support  it. 


i 


>t  nscX 


CCTnA^  Policyholders  Service   Bureau  ^-A^'0 11 
METROPOLITAN  LIFE  INSURANCE  COMPANY  Jf 


Other  Metropolitan  publications  which  may  "be  of 
interest  to  readers  of  this  report  include  the  following: 

ADVERTISING  USED  CARS 

THE  AUTOMOBILE  DISTRIBUTCB  AS  A  POSSIBXE  FACTOE 

IN  SELLING  AIRPLANES 
BKANCH  OFFICE  ORGANIZATION  &  MANAGEMINT 
CONSIDERATION  IN  REDUCING  SALESMEN  TURNOVER 
EFFECTIVE  CREDIT  MANAGEMENT 
ENCOURAGE  REAL  DRIVING  IN  YOUR  COMMUNITY 
FORECASTING  SALES  IN  CONNECTION  WITH  A  BUDGET 

PROCEDURE 
FUNCTIONS  OF  THE  COMPTROLLER 
FUNCTIONS  OF  THE  TREASURER 
IMPROVING  DEALER  ACCOUNTING  PRACTICES 
A  MANUAL  OF  BUDGET  PROCEDURE 
THE  MERCHANDISING  OF  USED  CARS 
METHODS  USED  BY  RETAILERS  TO  MEASURE  ADVERTISING 

RESULTS 
OPERATION  AND  CONTROL  OF  AUTOMOBILES  FOR  COMPANY 

BUSINESS 
ORGANIZING  FOR  A  TRAFFIC  SURVEY 
POINT  SYSTEMS  FOR  RATING  SALESMEN 


Copies  may  "be  obtained  on  request  from  Policyholders  Service 
Bureau,  Metropolitan  Life  Insurance  Company,  One  Madison 


Avenue,  New  York  City. 
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AN  ECONOMIC  SERVICE  TO  BUSINESS 


This  is  one  of  numerous  pu*blications  Issued 
by  the  Policyholders  Service  Bureau  in  the  interest  of 
better  management  in  business.  The  Metropolitan  has. 
good  reason  for  desiring  to  contribute,  so  far  as 
practicable,  to  improved  practices  in  management.  Ef- 
fective management  is  a  vital  factor  in  the  continuous 
and  profitable  operation  of  business  enterprises  and 
helps  to  bring  about  steady  work  and  regular  income 
for  Metropolitan  policyholders,  who  number  more  than 
one  out  of  five  of  the  general  population.  An  even 
greater  proportion  than  one-fifth  of  the  employees 
in  commerce  and  industry  are  insured  by  the  Metropolitan 
Life  Insurance  Company.  The  relationship  between 
prosperous  policyholders  and  the  company *s  progress  is 
obvious . 

Because  of  its  great  stake  in  the  nation's 
economic  life,  the  company  has  set  up  the  Policyholders 
Service  Bureau  to  carry  out  a  program  of  economic  ser- 
vice to  business.  The  Bureau  staff  is  made  up  of  special- 
ists in  the  various  fields  of  management  --in  biisiness 
organization,  office  management,  accounting  and  finance; 
in  marketing,  distribution,  advertising  emd  sales  manage- 
ment; in  production  and  personnel  management;  in  business 
and  economic  research;  in  Industrial  health  and  accident 
prevention. 

Investigations  of  subjects  of  current  interest 
to  business  executives  are  continually  being  carried  on 
by  the  Bureau's  specialists  in  these  various  fields  of 
management.  Reports  of  suoh  of  these  investigations  as 
are  of  general  interest  are  published  from  time  to  time. 
For  additional  information  about  the  work  of  the  Bureau 
or  its  published  reports,  address: 


Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
One  Madison  Avenue 
New  York  City 
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BUDGETING       FOR       THE       BANK 


The  Purpose  of  the  Budget 


Industrial  suid  commercial  organizations  are  employing  the 


I 


budget  to 


....  1  -Effect  economies. 

2  -  Esta^blish  responsibility* 

3  -  Insure  continuity  of  operation, 

4  -  Promote  better  industrial  relations. 

5  -  Make  the  most  of  capital  resources* 

6  -  Eliminate  peaks  in  expense  and  inccane, 

7  -  Analyze  sales  opportunities. 

8  -  Coordinate  sales  and  production, 

9  -  Purchase  most  advantageously. 

10  -  Reduce  inventories. 

11  -  Provide  for  future  growth,  and 

12  -  Insure  a  fair  and  consistently  maintained  profit. 
This  is  not  the  place  to  describe  how  these  desirable  conditions 

are  brought  about,  convincing  evidence  of  which  are  to  be  found  in  the 
various  budget  studies  of  specific  industries  developed  by  the  Policyholders' 
Service  Bureau. 


I 
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Budgetingjin  substeuiao,  consists  of  four  major  operations: 

1  -  Reviewing  past  experience  and  analyzing  good 

and  bad  points  thoroin, 

2  -  Framing  a  program  -which  seems  feasible  to  be 

carried  out  for  a  definite  period  of  time, 
let  us  say,  for  three  or  six  months. 

3  -  Providing  a  simple  scheme  of  summary  records  to 

keep  track  of  the  experience  with  the  execution 
of  the  plan, 

4  -  Organizing  a  group  of  responsible  executives, 

whoso  business  it  shall  be  to  follow  through 
the  undertaking,  to  check  results,  to  adjust 
estimates  and  to  see  to  it  that  action  is 
taken  on  the  facts  that  the  budget  program 
reveals, 

Tho  Forms  required  are  briefly  those: 

1  -  A  summary  statement  of  operations,  comparing 

one  period  with  another  and  showing  the  ex- 
pense divided  by  departments,  functions  and 
elements. 

2  -  Statement  of  results  obtained,  expressed  in 

a  way  to  tost  propriety  of  current  expenses. 
The  results  can  be  shown  as  goods  manufactured, 
labor,  hours,  cost  per  dollar  of  products  and 
similar  units,  appropriated  for  specific  in- 
dustries. 


3  -  An  analysis  of  the  organization  showing  increases 
or  decreases  in  force: 

(a)  for  the  overhead  or  executive,  and 

(b)  for  the  operating  and  producing 
staffs. 
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Banks   aiid   BudgotinK 

Budgeting  is  a  system  of  roviowing,  checking,  and  enforcing  plans. 
It  cannot  bo  done  by  a  system  of  accounts  or  clerical  subordinates,  but  must 
bo  the  work  of  competent  executives  who  know  the  moaning  of  the  facts  and  who 
are  able  to  judge  results. 

Few  banks  are  operating  on  a  budget  system,  though  a  deep  interest 
in  budget  procedure  exists  in  banks  throughout  the  country.   For  example,  a 
bank  tn-  Boston  writes: 


J* 


"We  do  not  operate  under  a  budget  system,  but  are  interested 
in  the  study  you  are  making  of  this  subject  and  should  appreci- 
ate your  sending  us  a  copy  of  your  conclusions  when  you  have 
completed  your  investigations," 

while  the  president  of  a  bank  in  Iowa,  states: 

"I  am  very  much  interested  in  the  budget,  and  v/ill  be  glad 
to  have  all  the  information  on  the  subject  that  you  can 
give  me,   I  might  add  that  W3  have  frequently  discussed  the 
budget  system  plan  but  as  yot  has  done  nothing." 

The  head  of  a  famous  Now  York  institution  adds: 

"V/hile  we  have  been  more  or  loss  considering  a  Budget  Plan, 
yet  wo  really  have  not  developed  anything  here  with  v/ould 
seem  to  us  to  be  at  all  useful  in  the  survey  you  tcntemplato. 

"Should  anything  concrete  develop  as  a  result  of  your  in- 
vestigations, we  v/ould  be  glad  to  bo  advised  in  order  to  fur- 
,  ther  our  own  consideration  of  the  matter." 

Along  the  same  general  nature  are  communications  received  from  a 

second  bank  in  Iowa: 

'To  have  considered  the  adoption  of  a  budget  several  times 
but  have  never  completed  arrangements  for  it.  We  are  much 
interested  and  would  appreciate  it  if  you  will  send  us  a 
copy  of  your  study  upon  its  completion." 

and  a  bank  in  Minneapolis: 

»*We  have  been  contemplating  the  installation  of  a  budget  system 
for  some  time,  but  have  not  yot  put  our  idoas  into  operation. 
Wo  note  that  you  expott  to  publish  the  results  of  your  study 
at  an  early  date,  and  we  shall  be  much  obliged  if  you  will  sond 
us  a  copy  at  your  convenience." 
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A  Los  Angelas  banking  institution  has  proceodod  somewhat  further  in 


its  budget  studios: 


"Studies  have  been  in  process  for  some  little  time,  from 
the  results  of  which  it  is  anticipated  that  in  the  near 
future  the  institution  will  be  operated  under  budget 
control. 


,".        •......."  a  budget  has  been  set  up  covering  advertis- 
ing, publicity,  and  commercial  development,  or,  .... 
the  now  business  departments. 

"As  at  present  contemplated,  it  is  planned  to  eventually 
budget  our  expenses,  including  administration,  overhead, 
,  policy,  and  non-productive  as  v/ell  as  operating  costs." 

while  banks  in  Now  York  City,  in  the  West  Coast,  Minnesota,  and  Detroit, 

have  made  tentative  budget  starts  in  the  manner  described  below: 

••It  has  never  been  our  practice  to  budget  expenses  in 
connection  v;ith  our  operation  other  than  to  estimate 
the  annual  salary  requirements  of  the  several  depart- 
ments, a  figure  which,  of  course,  must  be  adjusted 
should  there  be  any  considerable  change  in  the  volume 
of  business  handled." 

• ."this  bank  does  not  operate  under  a  budget 

system,  nor  have  we  made  any  attempt  to  budget  deposits  • 
and  loans,  or  expenses  and  estimated  net  income.  V;e 
allow  a  certain  budget  for  advertising^  purposes  and 
estimate  carefully  our  operating  expenses,  including 
interest  paid,  but  have  no  forms  covering  the  opera- 
tion of  a  budget  system." 


*'We  are  operating  under  a  budget  system  only  as  to  annual 
donations  and  the  cost  of  a  new  business  department. 

"Ve  do  not  attempt  to  budget  deposits  and  losuis,  as  well 
as  general  expenses  and  estimated  net  income. 

"Our  budget  as  previously  indicated  applies  to  expenditures 
in  the  v;ay  of  a  new  business  department,  which  covers  all 
the  advertising  expenses  of  the  bank  and  annual  donations. 
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**A  budget  system  for  ths  purposes  for  which  we  use  it 
is  of  great  advantage  to  us  in  making  our  annual  con- 
tracts  for  advertising  and  puts  the  control  of  this 
character  of  expense  as  well  as  the  policies  under 
which  the  department  is  operated,  directly  under  the 
supervision  of  our  Executive  Goramit'tee.'* 


•«••••«•••••••• 
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Iffhat  The  Bank  Budget  Should  Do» 

Those  closest  in  touch  and  having  the  most   experience  with  bank- 
ing Administration,    feel  that  any  budget  suggestions  mwst  be  of  a  simple 
nsefcur^^.  at  3.AaBt  as  a  start. 

A  budget   system  should 

1st  -  Give  the  executives   facts   for  the  impressions 

upon  which  they  now  rely  in  judging  efficiency  of 
departments* 

A  department  may  have  a  very  tidy  appearance  and  be   free  from 

complaints,   ajid  yet  be  operated  most  extravagantly •     With  definite  figures 

before   him  and   justification  therefor^  the  banking  executive   will  have  a  sure 

itest  of  a  department's  efficiency. 

2nd  -  Establish  responsibility  of  those  in  charge  of 
spending  services* 

It  has  a  sobering  effect  upon  chiefs  of  departments  where 

they  know  that  they  are  held  responsible  and  eharged  with  space,   equipment, 

and  with  number  of  persons  in  their  employ,   and  it  is  even  knowi  to  happen 

under  budget  administration  that  department  chiefs  have  given  up  expenaivo 

space  feeling  that  they  eould  get  along  just  as  well  with  less  and  they  even 

reduced  the  number  of  persoB&el* 
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In  the  mattor  of  equipment,  it  is  false  economy  to  operate  on 
too  close  a  margin.  A  few  machines  in  reserve  will  nako  for  a  substantial 
reduction  of  the  waiting  tine  v/hen  machines  break  dovm. 
'  The  importance  of  organization  for  budget  purposes  cannot  bo 

ovor-onphasizod.  Preferably  the  president,  or  someone  immediately  under 
him,  should  be  in  charge  of  the  budget  and  it  should  not  bo  dologatod  to 
a  subordinate  official.  To  the  presidents  the  chiefs  of  the  spending  aor- 
vices  should  report,  at  least  once  a  year,  what  they  expect  to  do  the  follow- 
ing year.  In  the  spending  services  themselves  coiJRiittces  should  be  formed 
cooperatively  to  work  for  economy.  Once  estimates  have  been  accepted  they 
should  not  be  regarded  as  appropriations. 

Departments  should  be  held  to  strict  accountability,  at  least 
once  in  three  months,  for  their  performance.  V/^iere  ostimatos  are  exceeded, 
explanations  should  be  given.  Perliaps  the  proper  handling  of  increased 
volume  of  business  necessitated  such  increased  expenditure.  On  the  other 
hand,  the  mere  fact  that  a  department  has  gone  below  its  allotment  should  not 
pass  unnoticed.  It  may  bo  that  the  service  to  customers  is  suffering  and 
dissatisfaction  caused,  or  it  may  bo  the  volume  of  business  has  so  much 
declined  that  even  greater  savings  should  have  been  possible. 

A  budget  system  will  very  soon  develop  tests  for  advertising 
expenditures  upon  which  there  is  now  a  feeling  that  no  adequate  method 
exists  to  judge  their  return. 


;-:;-jji 
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A  budget  system  will  help  formulate  some  definite  prog: 
the  New  Business  Department  which,    in  a  number  of  cases,   leads   a  sort   of 
happy-go-lucky  existence. 
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ePERATING  COSTS  iU©  PROFITS   IN  1923 
A  COMPOSITE  PICTURE  OF  aLL  MErlBER  BATIKS   IN  FEDER.\L  RESHRVE  DISTRICT  I. 

Gro  uped_  Ac  tf  o  rd  in^  J-il  -Si.z_e 

Gross  Loans  and  Investments    *••• (423  ■feanks) 

Typical  bank  TOTAL 

PorcontaRes   of  Loans  &  Investments      •«...    ' 

Interest  and  Discount  Earned    •....•    5.6 

Other  Earnings i •  ^^ 

GROSS  EuiRNINGS ;    •    -  6.0 

Salaries  and  V/ages 1«1 

Interest  on  Deposits        •••« • 2,0 

Interest   on  Borrowed  Money x 

Other  expenses,  Taxes,    etc ..♦. 1.1 

TOTAL  EXPENSES 4.2 

NET  EARNINGS 1.8 

Net  Losses  charged  off   •    •    • • m^ 

Dividends  paid cS 

Not  Reserves  and  surplus    .    •    • •6 

Other  Ratios: 

EXPENSES  TO  GROSS  KoRNINGS i    .    .    .    .  70.0 

Wages  to  Gross  Earnings   .    . 18.0 

Interest   on  Deposits  to  Gross  Earnings        ..«    33.0 

Net  Earnings  to  Capital,   Surplus  &  Deposits    1.7 

TIME  TO  GROSS  DEPOSITS 34.0 

Capital  &  Surplus  to  Gross  Deposits      16,0 


X  •  Less  than     .05^. 
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A  budget  systom  will  promote  a  f urth'sr  Bjaalysis  of  the  profit- 
able character  of  accounts.   How  many  banks  realize  that  the  relative  ac- 
tivity or  inactivity  of  an  account,  as  well  as  the  size,  should  determine  its 


desirability? 


A  budget  system  v/ill  tend  to  establish  ratios  of  expenses  in 


•    » 


•  •  »  » 


greater  detail  but  of  the   same  general  character,    tovi^rds  which  the  v/ork   of 
Frederic  K.  Gurtiss,   Chairman  and  Federal     Reserve  Agent  of  the  Federal  Re- 
serve Bank  of  Boston  is  tendinis.     For  example,   on  the  following  page  is  a 
statement  of  Operating  Costs  and  Profits   in  1923  for  423  banks.     7/liy   should 
not   a  bank  carefully   establish  such  ratios  based  upon  its  ov/n  experience! 

The  above   is  a  beginning,   and  only  a  beginning,    to  the  kind 
of  thing  to  which  the  budget  loads. 

DISTP.IBUriON  OF  EACH  DOLLAR  OF  GROSS  EARNINGS 

OF     THE     TYPICAL     BAiJK 


( 


^\ 
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Typical  Bank  E^idf;ets 

The  Guaraixty  Truct  Company  of  Now  York  was,  perhaps,  the  first 
institution  to  make  public  its  Budget  of  Expenses.   Such  bud^^et  v/as  divided 
into  two  main  classifications  -  Expenses  of  Securing  Business,  and  Expenses 
of  Transacting  Business.   Under  the  Expenses  of  Securing  Business  were  such 
departments  as  New  Business,  Publiciuy,  and  Bond;  while  the  Expense  cf  Trans- 
acting Business  were  divided  among  Current  Operating,  Fixed  by  Policy,  and 
Overhead.  The  expense  forecasts  of  the  Guaranty  Truat  Company  provided  for  a 
Monthly  Appropriation  Sheet  and  Monthly  Cumulative  Statements,  giving,  the 
comparison  of  actual  and  planned  expenses. 

Of  the  same  general  character  is  the  budget  system  of  the 
Northern  Trust  Company  as  described  to  the  Policyholders'  Service  Bureau  by 
S.  C.  Stallwood,  its  Second  Vice-President. 

About  November  1st  of  each  year  the  bank  begins  to  make  up  its 
estimate  of  expenses  for  the  following  year.  The  Auditor,  who  is  in  charge  of 
adminifc?fcering  the  budget,  goes  over  the  exiDenses  v/ith  the  Chief  Clerk  of  each 
Department,  and  they  together  make  up  an  estimate  for  the  next  year.  The  es- 
timate of  the  Banking  Department,  for  exami^le,  is  arrived  at  by  collecting 
estimates  of  expenses  from  the  head  of  each  sub-division  ox  that  deimrtnent; 
the  heads  of  the  transit,  clearings  and  bookkeeping  divisions  each  make  up  an 
estimate  of  their  collections  and  submit  such  estimate  to  the  Auditor  and 
Chief  Clerk.  After  the  Auditor  and  Chief  Clerk  have  pa^^sed  u,.cn  the  figures, 
tftese  are  taken  up  for  additional  checking  by  a  senior  ccmi.iittee. 

Salaries  which,  are  such  a  large  item  of  banking  expenses,  are 
budgeted  separately. 
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Torms  and  Records 


Form  1,    herewith,    is  an  example   of  a  department   expense  budget. 
Expenses  which  are  incurred   for  the  benefit  of  the  bank  as  a  whole  and   cannct 
be   chargftd   directly   to  any   one  department,   are   separately   estiLiated.      In  de- 
termining the  budget  policy   for  items,    such  as  advertising,    club  membership, 


reserves   for  pensions  and   allowances   for  employees,   and  v/elfare  matters,   the 


judgment  of  a  commit1i^ttij.^Ja9aded   by  the  Presidenx  is   secured. 

Form  2  is  used   as  an  estimate   for  Undisxributed  Expenses. 


he  Northern  Trust  Company   feels  that   the  ^^reatest  advantage   it 


secures   from  the  buflj^et   system  is  that   it  is  able,    at  the  beginning  of  each 
month,    readily  to   compare  the  actual   expense    for  the  month  with  the  proportion 
of  the  bud£,et  available   therefor,   and  also  that  the  Chief  Clerks   and  Division 
Heads  are  very  careful  not  tj  incur  expenditures  which  are  not  absolutely  nee* 


essary. 


Form  3  shows  a  Comparative  Statement   of  Expenses 
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Form  #3   -   a 


Trust      ::    Banking::    Savings:;      Bond 


Pirectors   Fees 

Officers   Salaries 

employees  Salaries 

Supper  Money  j 

Legal   Strvices 

Auditing   Services 

Advertising   Services 

Medical   Services 
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Improv^nent   Services 
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FOREWORD 

BUDGETING  has  become  an  important  tool  in  the  hands  of 
present  day  business  executives.  Numerous  examples  of 
the  effective  appHcation  of  budget  principles  within  specific  in^ 
dustries  are  available.  The  purpose  of  this  report  is  to  present 
in  factual  form  the  budgeting  principles  and  methods  which  have 
been  developed  and  applied  successfully  by  some  manufacturers 
of  brick  and  clay  products.  The  report  is  limited  to  a  presenta- 
tion of  the  facts  so  collected,  with  the  thought  that  they  may 
have  some  application  to  other  organiziations  in  this  industry. 
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BUDGET  METHODS 

of  the  Bric\  and  Clay  Industry 


TO  DETERMINE  THE  EXTENT  tO  whlch  bud' 
geting  methods  have  been  successfully 
applied  in  the  brick  and  clay  industry, 
the  Policyholders  Service  Bureau  conducted 
an  original  investigation  among  representative 
organizations  of  this  industry.  Although  this 
investigation  disclosed  a  tremendous  interest 
in  the  subject  among  brick  and  clay  manufac" 
turers,  it  indicated  that  budgeting  principles 
'have  not  been  adopted  to  any  considerable  ex' 
tent  by  the  industry  as  a  means  of  planning 
md  controlling  future  operations.  A  number 
[of  reasons  have  been  advanced  to  account  for 
fthis  condition.  First,  the  wide  variety  and 
'range,  both  as  to  style  and  type  of  products 
[manufactured  within  a  single  plant,   pre' 
I  sent   difficulties   in   maintaining   operations 
according  to  definite  schedule.  Moreover, 
tthis  industry   is   directly   affected   by   the 
[rapidly  changing  conditions  in  those  indus- 
ttries  and  trades  which  comprise  its  principal 
markets.  Other   factors   cited   include    the 
definite  limitation  of  production  operations  to 
I  kiln  capacity,  and  the  danger  of  unbalanced 


stock.  These  points  are  well  stated  by  one 
executive  in  the  following  words: 

We  have  found  it  very  difficult  to  apply  it 
(the  budget)  to  our  business,  for  the  reason  that 
we  manufacture  so  many  different  products  and 
it  takes  thirty  days,  from  the  beginning  to  the 
end  of  the  process,  to  make  and  ship  any  of  these 
products.  The  only  way  we  can  be  in  position  to 
give  the  right  kind  of  service,  is  to  keep  our 
stock  as  well  balanced  as  possible,  even  though 
we  have  to  exceed  our  appropriation  for  manu- 
facturing. 

Another  difficulty  is  that  the  cost  of  a  product 
is  so  largely  affected  by  the  volume  of  business. 

Despite  these  difficulties  in  numerous 
instances  ceramic  manufacturers  are  operat' 
ing  in  accordance  with  a  carefully  planned 
program,  based  on  budgeting  principles.  In 
some  cases  no  attempt  has  been  made  to 
apply  budgetary  control  to  all  activities  but 
rather  to  concentrate  on  some  particular 
phase  with  satisfactory  results.  Apparently 
the  greatest  progress  has  been  made  in  the 
field  of  production,  through  the  development 
of  scientific  standard  cost  systems. 


Standardization  and  Simplification  of  Product 


The  brick  and  clay  industry,  through  its 
activities  in  the  direction  of  simplification 
and  standardi2;ation  of  product,  has  gained 
an  economic  advantage  by  the  application  of 
scientific  statistical  procedure  on  a  co' 
operative  basis. 

The  National  Paving  Brick  Manufacturers 
Association,  cooperating  with  the  Depart- 
ment of  Commerce  of  the  United  States, 


undertook  a  survey  of  the  shipments  for  a 
seven-year  period,  from  1914  to  1920  in- 
clusive, of  every  manufecturer  in  the  coun- 
try then  known  to  be  making  vitrified  paving 
brick.  This  survey  showed  that  sixty-six 
varieties  and  sizes  of  paving  brick  were  being 
manufactured  and  shipped.  One  variety  con- 
stituted 38.8  per  cent,  of  the  total  shipments 
for  a  single  year,  while  another  comprised 
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less  than  .005  per  cent.  The  results  of  the 
survey  justified  the  elimination  of  fiftyfive 
of  these  varieties  and  sizes.  In  1927,  the 
number  was  further  reduced  to  five  through 
the  activities  of  a ''Permanent  Committee  on 
Simplification  of  Variety  and  Standards  for 
Vitrified  Paving  Brick,''  which  was  estab' 
lished  by  the  Department  of  Commerce 
and  was  composed  of  representatives  of 
producers,  consumers,  the  engineering 
profession   and    the    governmental   depart' 

ments. 

The  adoption  of  simplified  products  re- 


duced the  manufacturing  costs  in  the  case  of      ^^ 
one  manufacturer  at  least  six  per  cent.    Five 
companies  reported  resulting  reductions  in 
inventory;  three  noted  the  elimination  of 
manufacturing  difficulties;  one  reported  in-     "*^ 
creased  turnover  of  its  stock;  one,  lower      "^l 
selling  costs;  one  obtained  the  advantages  of 
shipping    direct    from    the    kiln    in    many 
instances;  and  ten  stated  that  worthwhile 
savings   had    been   effected.  These   results     ^j 
indicate  in  a  small  way  the  advantage  of 
economic  investigation  or  research  as  applied     u| 
to  an  industry. 


The  Budget  Period 


A  Basic  Procedure  in  Developing  a  Budget 


The  development  of  a  comprehensive  bud' 

get  for  the  brick  and  clay  industry  involves 

a  consideration  of  the  following  basic  factors: 

I.  The  budget  period,  that  is,  the  period  for  which 

estimates  and  standards  may  be  made. 
1.  The  minimum  profit  which  is  considered  es' 
sential  and  which  ultimately  will  be  distributed 
as  dividends,  added  to  surplus  or  reserves,  or 
reinvested  in  plant  or  property. 

3.  The  volume  of  sales,  both  in  quantity  and  cash 
value,  classified  in  groups  which  are  likely  to  be 
affected  by  similar  economic  conditions  during 
the  budgeting  period.  This  projection  must  be 
considered  in  the  light  of  the  sales  effort  to  be 
expended. 

4.  The  selling  and  administrative  costs  of  the  an' 
ticipated  sales  volume. 

5.  The  production  cost  of  the  anticipated  sales 
broken  down  into  departments  and  coordinated 
with  the  groups  as  considered  in  the  sales  pro' 
jection. 

6.  The  additional  financing,  if  any,  which  will  be 
necessary  to  establish  the  anticipated  sales  and 
production  program,  including  the  cost  of  pos' 
sible  additional  plant  facilities. 

According  to  these  six  basic  factors,  a 
tentative  program  may  be  prepared  and 
ultimately  developed  into  a  final  budget,  ad' 


justed  to  coordinate  the  various  functions  of 
the  business.  Such  a  plan,  broken  down  into 
monthly  periods  to  permit  frequent  com' 
parison  with  actual  operating  results,  pre' 
sents  to  management  a  projected  view  of  the 
value  of  its  executive  policy. 

The  use  of  cost  information  for  current 
control,  rather  than  mere  history,  gives 
greater  assurance  of  profitable  sales  and 
minimizes  the  uneconomical  uses  of  capital 
for  undue  expansion  of  plant  to  meet  tern' 
porary  requirements.  It  also  prevents  un' 
warranted  investment  in  work'in^process 
caused  primarily  by  lack  of  proper  produc- 
tion  control,  the  financing  of  customers 
through  excessive  credits,  and  the  irregu' 
larity  of  plant  utili2;ation  through  uneven 
sales  demand. 

Through  adequate  statistical  records  and 
budgetary  control,  responsibility  for  each 
function  of  the  business  is  definitely  placed 
and  coordinated  with  other  activities  to 
effect  a  unified  program.  No  single  decision 
of  any  consequence  is  reached  in  one  depart' 
ment  without  the  consideration  of  its  prob 
able  effect  on  the  budget  in  another. 


*t\ 


The  budget  period  is  usually  devised  to  con^ 
form  more  or  less  to  the  natural  business 
period  of  the  industry  in  question.  In  a 
specific  case  the  period  selected  will  depend 
largely  upon  the  business  risk  involved,  the 
stability  of  the  market,  the  production  meth' 
ods  in  use,  the  processing  interval,  the  nor^ 
mal  selling  season,  the  methods  of  financing, 
the  length  of  the  accounting  period  and  the 
availability  of  statistics  regarding  past  per' 
formance. 

This  survey  has  indicated  two  periods  in 
general  use  for  budgeting  purposes;  viz.:  a 
long'time  period,  generally  a  calendar  year; 
and  a  short'time  period,  ranging  from  one 
week  to  one  month,  depending  upon  the 
circumstances  surrounding  a  particular  busi' 
ness. 

Through  yearly  estimates,  approximate 
activities  can  be  planned  for  a  period  that 
will  embrace  a  full  range  of  seasons.  This 
permits  the  determination  of  general  policies. 
Through  weekly  or  monthly  estimates  execu' 
tives  are  able  to  control  immediate  operations, 
to  make  a  frequent  comparison  of  perform- 
ances with  standards  and  to  adjust  opera- 
tions for  future  periods. 


Apparently  the  extent  of  a  company's 
distribution  has  an  important  bearing  on  the 
period  employed.  The  weekly  period  is  used 
by  both  the  Western  Brick  Company,  a  face 
brick  manufacturer,  and  by  the  Richard  C. 
Remmey  Sons   6P   Company,  a  fire  brick 
manufacturer,  whereas  Harbison  6s?  Walker 
Refractories    Co.,    serving    a    larger    geo- 
graphical  area,  projects  its  estimates  on  the 
basis  of  a  year  and  also  a  month.  Com- 
panies that  depend  on  a  limited  distribution 
area  are  inclined  to  consider  a  shorter  bud- 
geting period,  since  the  sales  are  affected 
more  by  conditions  prevailing  in  that  terri- 
tory. Companies  with  a  wider  distribution 
area  may  consider  a  longer  budgeting  period 
as  a  master  plan,  with  shorter  periods  to  con- 
trol immediate  operations.  The  broader  dis- 
tribution area  has  a  tendency  to  minimizie 
violent  sales  fluctuations. 

The  Laclede-Christy  Clay  Products  Com- 
pany, manufacturing  fire  brick  and  clay 
products,  first  planned  their  budget  for  a  six- 
months'  period,  but  subsequently  expanded 
this  period  to  a  full  calendar  year  as  a  long- 
term  program  broken  down  into  quarters  for 
a  short-term  program. 


The  Budget  Unit 


Inasmuch  as  the  complete  budget  program 
of  an  individual  company  is  practically  a  pro- 
jected profit  and  loss  statement  and  balance 
sheet,  the  necessity  for  estimates  that  will 
ultimately  reflect  the  activities  in  terms  of 
the  total  dollars  involved,  is  apparent. 
Budgetary  control  is  sometimes  facilitated, 
however,  where  it  is  possible  to  adopt  some 
standard  unit  or  units  of  measure.  These 


may  be  used  as  a  basis  for  the  development  of 
unit  costs  as  standards  of  achievement. 

In  the  brick  and  clay  industry,  the  units 
most  frequently  employed  for  this  purpose 
are  "per  ton"  or  "per  thousand"  bricks,  the 
selection  in  each  case  depending  largely  on 
the  characteristics  of  the  products  involved. 
Thus,  the  Laclede-Christy  Clay  Products 
Company  of  St.   Louis  has  adopted  "per 
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thousand*"  bricks  as  the  unit  of  measure  for 
all  products  of  its  fire  brick  department,  where 
there  is  general  uniformity  in  si2;e.  However, 
the  ton  is  used  as  the  budget  unit  for  all 
specialized  products;  sewer  pipe,  etc. 

The  various  products  of  the  Murphysboro 
Paving  Brick  Company  were  found  to  vary 
in  weight  from  1.7  tons  to  5.15  tons  per  thou^ 
sand.  In  order  to  compensate  for  this  varia' 
tion,  all  budget  estimates  are  projected  on  a 
tonnage  basis. 


In  planning  its  sales  program  at  the  begin^ 
ning  of  each  period,  the  Western  Brick  Com^ 
pany  of  Danville,  Illinois,  undertakes  to 
forecast  the  total  quantity  of  brick  to  be 
sold  during  the  ensuing  period.  All  types 
and  shades  are  combined  into  one  composite 
figure  and  for  this  calculation,  as  well  as  for 
all  subsequent  comparative  purposes,  tile 
and  similar  products  are  converted  into  their 
brick  equivalents,  through  a  standard  formula 
developed  for  this  purpose. 


The  Sales  Estimate 


Determination  of  anticipated  sales  for  the 
period  under  review  is  generally  looked  upon 
as  the  first  step  in  the  development  of  an 
industrial  budget  program.  This  is  under' 
standable  when  it  is  considered  that  all 
activities  of  a  business  must  be  governed,  to 
some  extent,  by  the  income  to  be  earned.  In 
projecting  sales,  due  consideration  must  be 
given  to  prevailing  general  business  condi' 
tions  as  they  affect  the  particular  industry. 
In  other  words,  the  sales  estimate  may  be 
considered  as  the  result  of  an  analysis  of 
market  conditions  and  potentiality  combined 
with  a  consideration  of  the  past  performance 
of  the  company.  Consideration  is  also  given 
to  the  annual  growth  or  trend,  the  seasonal 
element,  the  business  cycle  and  other  fluctua^ 
tions  which  may  be  expected  during  the 
ensuing  period. 

For  the  purposes  of  forecasting,  products 
are  classified  in  groups  which  are  deemed  to 
be  affected  by  the  same  set  of  economic  con' 
ditions.  The  total  sales,  thus  estimated,  are 
then  broken  down  into  sales  quotas  for  terri' 
tories  and  for  individual  salesmen.  In  the 
development  of  a  sales  program,  both  in 
terms  of  total  sales  and  of  individual  quotas, 


this  investigation  disclosed  that  the  follow 
ing  factors  were  given  consideration  in  indi' 
vidual  cases: 

I.  Past  Records 

This  factor  always  has  been  considered  in 
making  an  estimate  as  it  indicates  the  trend  of 
past  accomplishment  of  the  existing  organiza' 
tion.  It  is  not  always  a  controlling  factor,  how' 
ever.  Over  a  period  of  a  year  and  sometimes  in  a 
shorter  period,  conditions  may  change  to  such 
an  extent  in  a  certain  territory  that  the  preced' 
ing  year's  record  is  entirely  inconsistent  with 
what  may  reasonably  be  expected  during  the 
ensuing  year.  The  consideration  of  past  records 
alone  as  a  basis  on  which  to  make  estimates  is 
not  usually  sufficient  as  evidence  of  the  potential 
sales  in  a  territory. 

2.  Building  Permits  Isstxed 

In  the  ceramic  industry,  statistics,  based  upon 
building  permit  records,  present  an  index  of  the 
potential  demand  for  a  company's  product  in  a 
certain  territory,  and  are  valuable  for  study  and 
analysis.  The  comparison  of  such  statistics  with 
past  records  shows  the  extent  to  which  a  com' 
pany  organisation  has  succeeded  in  supplying 
the  available  demand  within  a  territory. 

3.  Transportation  Charges 

In  estimating  the  potential  demand  of  a  terri' 
tory  which  can  be  supplied  by  any  one  com' 


pany,  a  determination  of  the  economic  shipping 
distance  is  important.  Other  things  being 
equal,  a  company  marketing  its  goods  nationally 
cannot  normally  expect  to  supply  the  same  per' 
centage  of  the  requirements  of  all  localities  nor 
to  compete  with  companies  more  favorably  lo' 
cated  from  the  standpoint  of  shipping  costs.  It 
has  been  found  that  transportation  charges  on  a 
heavy  product  sometimes  limit  a  company  to  the 
immediate  vicinity  of  its  own  plants,  and  there' 
fore  the  sales  estimate  must  be  considered  in 
the  light  of  these  prevailing  conditions. 

4.  Dealer  Psychology 

In  an  industry  which  utilizes  dealer  or  jobbing 
outlets  for  any  considerable  portion  of  its  dis' 
tribution,  as  does  the  ceramic  industry,  it  has 
been  found  that,  in  fixing  quotas,  the  person' 
alities  and  qualifications  of  the  individual  dealers 
involved  must  be  taken  into  consideration.  The 
wide-awake  dealer  or  broker  is  in  a  better  posi' 
tion  to  secure  an  adequate  percentage  of  poten' 
tial  sales  in  a  territory  than  one  who  lacks  these 
qualifications.  This  factor  is  generally  indicated 
in  the  company's  past  sales  records. 

5.  Miscellaneous  Fluctuations 

From  time  to  time  during  the  year,  weather 
conditions  and  other  circumstances  beyond 
human  control  may  necessitate  adjustments  of 
the  original  quota.  In  planning  a  sales  esti' 
mate,  experience  has  shown  that  an  analysis  of 
past  records  will  reveal  an  average  miscellaneous 
fluctuation  which  can  be  expected  to  exist  dur' 
ing  the  ensuing  period,  and  which  should  be 
taken  into  consideration  in  the  budget  program. 

The  Western  Brick  Company  not  only 
projects  its  sales  at  the  beginning  of  the 
period,  in  terms  of  the  total  quantity  of 
bricks  to  be  sold  during  the  year,  but  also 
undertakes  to  fix  the  average  profit  per  thou- 
sand  bricks  sold.  After  the  composite  sales 
volume  has  been  determined,  this  estimate  is 
broken  down,  by  types  of  product,  by  terri- 
tones,  and  by  individual  dealers.  Each  dealer 
IS  definitely  assigned  a  quota  for  the  year. 


although  he  is  not  notified  in  every  case  of  the 
amount. 

After  the  quotas  have  been  set,  a  com' 
parative  weekly  statement  is  prepared  show- 
ing to  what  extent  estimates  are  being  at- 
tained and  to  what  extent  existing  conditions 
may  be  expected  to  prevail  during  the  balance 
of  the  budget  period.    From  past  experience, 
the  Western  Brick  Company  has  learned  that 
a   certain  percentage   of  the   yearly  sales 
should  be  on  record  by  a  definite  date.  At 
this  time  a  careful  analysis  and  comparison  is 
made,  and  the  extent  to  which  the  prescribed 
program    will    be   accomplished    is    rather 
definitely  indicated.  Hand-to-mouth  buying 
and  the  increasing  dominance  of  style  and 
design  have  added  greatly  to  this  company's 
difficulties  in  forecasting  its  sales  accurately. 
Fifty  per  cent,  of  the  bricks  shipped  are  of 
shades  and  blends  created  within  the  preced- 
ing year.  The  remaining  fifty  per  cent,  may 
be  considered  as  staple  products.  By  pro- 
ducing these  for  inventory  during  the  off  sea- 
son, it  has  been  possible  to  stabilize  produc- 
tion, with  resulting  lower  production  costs. 

The  Murphysboro  Paving  Brick  Company 
estimates  its  sales  by  months,  after  making  a 
careful  survey  of  market  conditions.  The  pro- 
duction schedule  is  coordinated  with  these 
sales  estimates.  This  company  has  developed 
its  business  over  a  period  of  years  and  the 
executives  are  in  sufficiently  close  touch 
with  conditions  to  forecast  within  reasonable 
limits  the  probable  building  operations  with- 
in their  distribution  area.  In  connection 
with  the  sales  budget  each  jobber  is  inter- 
viewed quarterly  for  an  estimate  of  the  ton' 
nage  to  be  expected  from  his  territory.  These 
estimates,  or  opinions,  give  an  indication  of 
the  approximate  sales  to  be  expected  during 
each  month  of  the  year. 
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A  company  located  in  the  Middle  West, 
operating  partially  on  a  budget,  estimates 
its  sales  for  the  coming  year  both  in  thou' 
sands  of  bricks  and  in  dollar  value.  The 
activities  of  this  company  are  limited  to  a  few 
states.  Within  a  certain  radius,  direct  sales 
to  the  dealer  trade  are  secured  through  sales' 
men  and,  beyond  this  territorial  limit,  dis' 
tribution  is  secured  through  jobbers.  In 
preparing  these  estimates,  consideration  is 
given  to  the  following: 

(a)  Vast  Kecords 

Past  records  are  particularly  valuable  in  in' 
dicating  the  seasonal  fluctuation  to  be  expected 
during  the  months  of  the  ensuing  budget  period. 

(b)  The  Out\oo\  for  the  Building  Industry 

Various  economic,  forecasting  and  statistical 
agencies  are  utilized  in  this  connection.  The 
Building  Statistics  Reports,  which  classify  build' 
ing  operations  as  residential,  educational,  office 
building  and  commercial,  have  been  found  par' 
ticularly  valuable  in  figuring  potential  demand. 
Constant  contact  is  maintained  with  dealers  and 
salesmen  to  evaluate  local  business  conditions. 

(c)  Changes  in  Company  Policy 

In  estimating  sales,  consideration  is  given  to 
contemplated  changes  in  the  company's  policies, 
whether  of  a  general  nature  or  restricted  to  one 
special  activity,  such  as  sales.  These  would  in' 
elude  additions  to  the  existing  line  which  may 
be  expected  to  increase  sales  volume  by  opening 
new  markets.  The  sales  organization  to  be 
maintained  during  the  budget  period  is  also  a 
factor,  inasmuch  as  an  increase  or  decrease  in 
sales  personnel  may  be  expected  to  affect  the 
sales  volume. 

On  the  basis  of  the  above  conditions,  weighted 
properly  in  accordance  with  their  importance, 
the  sales  are  forecast  and  a  quota  is  set  for  each 
community  for  each  month  in  the  year.  A  quota 
for  each  state  for  each  period  is  built  up  by  com' 
bining  the  community  records.  These  figures, 
of  course,  are  frequently  adjusted  to  new  con' 
ditions  as  they  develop.  For  example,  a  strike  in 
the  building  trades  in  any  one  locality  may 


seriously  affect  any  pre'arranged  sales  quota.  A 
daily  report  is  prepared  showing  the  sales  for  the 
day  and  the  cumulative  total  for  the  month. 
Through  the  comparisons  revealed  in  this  re' 
port,  the  executives  are  constantly  aware  of  the 
progress  made  toward  meeting  sales  quotas. 

The  Laclede'Christy  Clay  Products  Com^ 
pany  requires  each  district  sales  manager  to 
prepare  a  six  months'  sales  estimate  for  his 
territory.  Originally,  these  estimates  were 
expressed  in  tonnage  units  for  a  monthly 
period,  but  are  now  considered  on  a  quarterly 
basis.  These  individual  district  estimates, 
which  at  this  point  are  considered  only 
tentative,  are  consolidated  and  converted 
into  a  tentative  production  schedule  for 
which  definite  limits  are  set  for  each  element 
of  cost. 

The  tentative  estimates  are  subsequently 
reviewed  and  revised  by  the  administrative 
executive  in  the  light  of  general  company 
policies  and  a  final  consolidated  sales  budget 
for  the  quarter  is  approved.  The  final  figures 
thus  secured,  may  vary  widely  from  the 
tentative  figures  originally  submitted  and  on 
which  the  production  budget  was  based.  As 
a  means  of  adjusting  production  expenses  to 
these  new  conditions,  a  unit  cost  per  ton  for 
each  group  of  expenses  is  calculated  on  the 
basis  of  the  original  program.  This  unit  cost 
is  then  extended  for  the  quantities  as  finally 
approved  for  production  and  in  this  way  the 
revised  standards  of  performance  for  the 
period  are  developed. 

The  Richard  C.  Remmey  Sons  6P  Company 
has  developed  an  interesting  method  of  pro' 
jecting  its  anticipated  income.  Originally  its 
operations  were  planned  on  a  yearly  basis. 
This  was  changed  to  a  six  months'*  period, 
later  to  a  monthly  period  and,  at  present, 
production  is  scheduled  on  a  weekly  basis 
designed  to  maintain  a  standard  inventory. 
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Recent  economic  developments  of  impor^ 
tance  to  the  fire  brick  industry  in  the  terri' 
tory  served  have  made  these  steps  neces' 
sary.  This    company    has    important    cus' 
tomers  among  the  manufacturers  of  gas,  oil, 
ceramics    and    electric    utilities.       Radical 
changes  are  in  process  in  these  industries  that 
have  a  decided  effect  on  fire  brick  consump' 
tion.  For  example,  the  production  of  gas  is 
progressing  from  a  policy  of  regional  pro- 
duction locally  to  one  of  concentration  at  a 
central  plant.  In  the  oil  industry  there  has 
been  a  change  from  low  pressure  to  high  pres- 
sure    refining.  Ceramic   manufacturers    are 
progressing  from  the  periodic  to  the  con- 
tinuous  kiln,  and  the  electric  utility  com- 
panies from  the  local  station  to  the  central 
power  plant.  The  Remmy  Company  has  ex- 
perienced considerable  difficulty  in  forecast- 


ing accurately  the  demand  for  its  products 
under  such  rapidly  changing  conditions. 
To  insure  adequate  service,  a  standard  in- 
ventory, including  a  full  line  of  products,  is 
maintained  at  all  times.  Operations  are 
planned  only  one  week  in  advance,  to  re- 
plenish the  stock  sold  during  the  previous 
week.  This  results  in  an  extremely  short 
budgeting  period,  but  seems  necessary  where 
a  company  is  operating  within  a  restricted 
area  and  where  conditions  within  the  in- 
dustry are  changing  rapidly. 

Numerous  instances  were  discovered  in 
which  brick  manufacturers  are  making  no 
effort  to  forecast  their  income  through  a 
sales  projection.  In  these  cases,  budgeting 
based  on  standard  cost  procedure  is  usually 
restricted  to  production  for  the  purpose  of 
controlling  manufacturing  cost. 


Budgeting  Production 


The  primary  object  of  a  production  sched- 
ule is  to  obtain  the  maximum  efficiency 
through  effective  utili2ation  of  plant  ca- 
pacity. A  level  rate  of  production,  even 
though  sales  do  oscillate  during  the  budget 
period,  has  a  tendency  to  reduce  the  cost  of 
manufacture  and  to  maintain  the  quality  of 
the  product.  A  production  budget  is  de- 
signed to  provide  gauges  of  plant  utili23tion, 
purchase  requirements,  labor  requirements, 
both  direct  and  indirect,  and  a  projection  of 
overhead  expense  divided  into  general  classi- 
fications according  to  the  extent  to  which 
they  may  be  considered  partially  variable, 
wholly  variable  or  constant. 

The  success  of  a  scheduled  production 
budget  depends  upon  the  accurate  analysis 
of  production  operations  and  the  logical  as- 
signment of  responsibility,  so  that  executives 


may  be  held  responsible  only  for  expenses 
over  which  they  exercise  control.  This  prin- 
ciple is  not  always  strictly  followed.  There 
is  frequently  a  tendency  to  weaken  or  di- 
minish the  confidence  of  department  heads 
in  the  entire  budgeting  procedure  where  a 
budget  officer  undertakes  to  hold  them  re- 
sponsible for  expenses  which,  even  though 
included  in  their  departmental  costs,  they 
are  in  no  position  to  control.  It  is  preferable, 
therefore,  to  place  responsibility  only  where 
authority  exists. 

A  good  illustration  of  the  application  of 
budgetary  control  to  production  operations 
is  furnished  by  the  Western  Brick  Company. 
This  company  has  definitely  standardi2;ed  its 
producing  operations,  for  each  of  which  it  has 
established  a  normal  unit  cost  per  thousand 
bricks  produced.  The  seven  operations  or 
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departments  include  the  clay  pit,  grinding, 
machining,  drying,  setting,  burning,  sorting 
and  molding.  A  standard  classification  of  ex' 
penses  is  employed,  so  that  it  is  definitely 
known,  for  example,  what  the  direct  labor 
cost  per  thousand  bricks  should  be  in  the 
grinding  department,  what  the  fuel  cost  in 
the  burning  operation  should  be  on  the  same 
basis,  etc.  Comparisons  of  actual  perform^ 
ance  with  these  standards  are  made  at  regular 
intervals. 

One  element  of  cost  that  has  presented  a 
problem,  from  the  standpoint  of  budgetary 
control,  is  the  item  of  rehandling.  This  item 
includes  the  various  costs  incurred  through 


the  substitution  of  one  lot  or  style  for  that 
already  prepared  for  burning  in  the  kiln. 
Such  action  is  frequently  necessary  to  meet 
customers'  urgent  or  special  requirements. 
The  Western  Brick  Company  reports  a  ma^ 
terial  increase  in  the  amount  of  rehandling 
necessary  under  existing  hand-to-mouth  buy' 
ing  practices.  Moreover,  this  company  has 
found  it  almost  impossible  to  forecast  the 
amount  of  this  expense  for  any  one  period, 
depending,  as  it  does,  purely  on  the  extent 
to  which  the  planned  production  schedule 
coincides  with  customers'*  orders.  Through 
analysis  of  past  experience,  however,  it  has 
been  possible  to  determine  with  fair  accuracy 
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the  average  percentage  of  total  production 
costs  represented  by  rehandling  for  the 
period  of  a  year.  With  this  percentage  as  a 
basis,  a  reserve  is  set  up  to  provide  for  this 
item,  accumulating  a  proportionate  charge  in 
the  current  costs  of  each  period  against  which 
the  fluctuating  expenses  are  charged  as  in- 
curred. 

The  Murphysboro  Paving  Brick  Company 
correlates  its  production  schedules  with  its 
sales  forecast  described  previously.  Actual 
monthly  performance  has  approximated  the 
anticipated  budget  figure  within  five  per 
cent.,  and  therefore  there  has  been  little 
danger  of  overproduction  or  an  inventory 
accumulation.  This  company  budgets  the 
component  items  of  production  costs,  not  in 
terms  of  dollars,  but  in  terms  of  quantity  of 
material  and  labor  consumed. 

Fuel  is  an  important  item  of  expense  in 
this  industry.  From  a  careful  analysis  of  past 
records,  a  schedule  of  normal  fuel  consump- 
tion  under  various  conditions  has  been  de- 
veloped.   Prior  to  firing  each  kiln,  the  fore- 
man  is  furnished  with  a  card   (Form   i) 
showing,  among  other  items,  the  budget  of 
coal  consumption.    This  card,  which  serves 
as  a  budget  guide  for  the  foreman,  is  attached 
to  the  kib  and  each  issue  of  fuel  is  entered 
upon  it.  The  same  plan  is  followed  in  con- 
nection  with   direct   labor.  Daily   reports 
{Form  2,  page  12)  are  prepared  showing  the 
production  of  the  previous  day,  the  number 
of  employees  of  each  type  in  each  department 
and  the  ratio  of  tons  of  finished  product  to 
the  number  of  men  engaged  in  each  opera- 
tion.   Each  foreman's  record  is  then  sum- 
mari2;ed  for  the  month  and  the  amount  of 
deviation  from  the  standards  is  calculated  in 
dollars  and  cents.     Through  this  method 


the  company  establishes  a  control  over  its 
production  costs. 

One  company  has  applied  budgeting  prin- 
ciples only  to  certain  phases  of  its  produc- 
tion operations.  This  company's  business  is 
heavier  during  the  summer  months  and  to 
secure  the  benefit  of  uniform  production,  it 
is  necessary  to  manufacture  for  stock  in  the 
winter  and  to  sell  from  stock  in  the  summer. 
In  accordance  with  this  plan,  inventory 
peaks  are  normally  reached  about  April  ist 
and,  to  insure  against  an  abnormally  high 
stock,  a  maximum  inventory  figure  is  set. 

All  production  costs  are  figured  in  terms 
of  per  thousand  bricks  produced,  and  al- 
though not  specifically  developed  on  a  bud- 
get basis,  certain  standards  of  achievement 
have  become  fixed  through  past  experience 
and  are  accepted  as  goals  which  the  manage- 
ment expects  to  reach.  For  example,  through 
past  experience,  an  average  ratio  of  defective 
bricks  to  total  production  is  considered  a 
standard.  Other  standards  are  similarly  de- 
veloped for  the  fuel  consumption  cost,  re- 
handling cost,  etc.,  on  the  basis  of  per  thou- 
sand bricks  produced.  As  the  sales  statistics 
are  reported  daily  and  compared  to  the 
quota,  the  executives  have  some  indication 
of  how  production  should  be  geared  to  sales 
for   the    period.  Unit   costs   are   reported 
monthly  and,  although  not  specifically  set 
up  and  actually  compared  with  the  standards, 
the  comparison  is  made  in  effect. 

The  hand-to-mouth  buying  tendency,  as 
noted  by  this  company,  affects  the  production 
scheduling,  inasmuch  as  customers  now 
order  for  immediate  use  in  small  quantities 
and  require  immediate  delivery  in  specific 
shades.  The  introduction  of  style  and  design 
and  the  development  of  new  shades  com- 
plicates the  problem  of  scheduling  a  definite 
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production,  and  materially  increases  the  cost 
of  rehandling,  which,  in  this  case,  averages 
between  five  and  six  per  cent,  of  sales.  These 
executives  find  it  necessary  to  study  con^ 
stantly  trends  in  style  and  design,  so  that 
production  of  specific  styles  and  shades  may 
be  geared  to  the  anticipated  sales. 

In  the  case  of  the  Laclede-Christy  Clay 
Products  Company,  the  estimate  of  the 
amounts  required  for  each  item  of  depart' 
mental  expense  for  a  period  of  one  year 
originate  with  the  individual  plant  superin^ 
tendents,  and  are  prepared  in  terms  of  total 
amounts  to  be  expended,  not  unit  costs.  The 
superintendents  are  furnished  with  a  ten^ 
tative  production  schedule  as  a  basis  for 
making  the  estimates.  For  example,  the  pay 
roll  is  estimated  on  the  basis  of  the  tentative 
production  schedule.  The  management  feels 
that  definite  advantages  are  derived  from 
this  method  because  the  amount  of  analysis 
necessary  for  an  intelligent  estimate  serves  to 
familiarize  department  heads  and  foremen 
with  all  details  of  their  operations.  Subse- 
quently, each  foreman  is  furnished  with  a 
statement  reflecting  his  performance  record 
and  budget  estimates  for  each  period. 

The  Harbison' Walker  Refractories  Com- 
pany  also  develops  its  production  schedule 
on  the  basis  of  a  standard  cost  procedure. 
This  company  operates  29  plant  units  and  44 
mine  units,  each  of  which  is  controlled  by  a 
works  manager.  The  works  managers,  in 
conference  with  the  executives,  establish 
standards  for  cost  of  material,  labor,  and 
overhead,  based  upon  the  experience  of  the 
preceding  four  or  five  years  and  adjusted  to 
conditions  which  are  likely  to  prevail  during 
the  ensuing  period. 

These  standards  are  maintained  until 
changes  in  the  methods  of  manufacture  or  in 


economic  conditions  necessitate  a  revision. 
This  places  upon  the  works  manager  the  re- 
sponsibility  for  attaining  standards  of  per- 
f  ormance  which  he  himself  has  had  a  voice  in 
setting.  Through  an  interchange  of  opinions 
and  judgments  between  the  executives  and 
the  works  managers,  a  standard  inventory  is 
set  up  for  such  products  as  may  be  considered 
staples. 

Previous  reference  has  been  made  to  the 
practice  of  the  Richard  C.  Remmey  Sons  6P 
Company  in  planning  its  operations  on  the 
basis  of  a  weekly  period.  This  company  has 
introduced  several  recent  changes  in  its  pro- 
duction  policy  in  an  effort  to  attain  lower 
production  costs. 

As  a  result  of  maintaining  a  standard  in- 
ventory  of  finished  stock,  production  in  any 
one  week  is  confined  to  replenishing  the  de- 
ficiencies  occasioned  by  the  previous  week"'s 
shipments.  Until  recently,  it  had  been  the 
practice  to  operate  the  kilns  at  capacity  for 
only  two  or  three  days  of  the  week.  This 
policy  had  a  somewhat  unfavorable  effect  on 
the  labor  efficiency  of  the  organi2?ition.  In- 
vestigation  indicated  that  products  of  an  in- 
ferior  quality  were  resulting  and  that  labor 
costs  were  inclined  to  rise,  the  overhead  ex- 
pense  being  rather  constant.  With  these 
facts  available  a  change  in  policy  was  adopted, 
the  kilns  now  operating  from  7:30  A.M.  to 
2 130  P.M.  five  days  a  week.  This  new  plan 
serves  to  keep  the  workers  efficient  and  in- 
sures  a  product  of  uniform  quality.  More- 
over,  it  has  apparently  gone  far  toward 
solving  the  problem  of  mounting  labor  costs, 
which  this  company  believes  j  was  due 
primarily  to  the  four  or  five  day  lay-off. 

As  in  the  cases  of  other  companies  cited, 
the  Gladding,  McBean  6?  Company  of  San 
Francisco  compiles  its  production  budget  at 
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the  beginning  of  the  year  on  the  basis  of  his' 
torical  performance  modified  by  anticipated 
conditions  for  the  ensuing  year.  The  budget 
consists  of  a  complete  detailed  classification  of 
expenses  for  each  department.  The  units  of 
measure  employed  are  "tons*'''  for  terra  cotta, 
drain  tile,  roofing  tile  and  sewer  pipe, 
"thousands'"  for  brick  and  "square  feet"  for 
flat  tile. 

The  company  coordinates  its  sales  and 
production  through  standard  inventories, 
i.e.,  from  past  history  the  average  demand  is 
determined  and  a  standard  inventory  is  set 
up  not  to  exceed  the  anticipated  sales  for  the 


given  period.  This  control  applies  to  all 
products  with  three  exceptions  on  one  of 
which  a  budget  can  actually  be  planned  in 
view  of  the  fact  that  there  is  available  a 
reasonably  accurate  measure  of  the  year''s 
demand.  The  other  two  products  are  manu' 
factured  to  order  only.  The  budget,  checked 
carefully  by  department  heads,  is  compared 
each  month  with  actual  expenditures,  and  dis' 
crepancies  are  investigated.  At  present  the 
budget  serves  as  a  control  of  expense  only. 
Form  3  is  the  reproduction  of  a  portion  of  the 
sheet  used  by  this  company  to  give  effect  to 
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comparisons  between  the  budgeted  expense 
and  the  results  of  actual  operations. 

Mr.  H.  C.  Kleymeyer,  of  the  Standard 
Brick  Company  of  Evansville,  Indiana,  who 
has  studied  the  subject  of  budgeting  as  ap' 
plied  to  the  brick  industry,  claims  that  every 
plant,  regardless  of  product  manufactured, 
can  use  the  budget  system  to  advantage 
simply  by  applying  it  to  the  plants'*  spe^ 
ciafed  problems. 

He  outlines  as  the  first  step  in  the  adoption 
of  a  budget  system  the  determination  of  the 
cost  of  every  operation  in  the  process  of 
manufacturing  and  the  establishment  of  the 
actual  labor  requirements  to  operate  the 
plant  from  the  pit  to  the  shipping  point,  re 
ducing  this  to  dollars  and  cents  per  unit  of 
product.  This  estimate  is  based  on  informa^ 
tion  developed  through  cost  records  and  past 
experience. 

After  the  figure  representing  the  desired 
cost  and  the  budgeted  amount  has  been  set 
up,  a  check'up  is  made  on  the  costs  for  the 
current  week  and  on  the  average  cost  for  the 
year  to  date.  A  comparison  is  made  between 
these  figures  and  the  budgeted  amount.  As 
an  indication  of  the  degree  of  accuracy  at- 
tainable through  such  methods,  actual  costs 
were  shown  to  be  one  cent  less  than  the 
budgeted  amount  per  thousand  bricks  pro- 
duced  in  one  case  and  two  cents  greater  in 
another. 

According  to  this  company's  methods  for 
apportioning  cost,  the  plant  is  divided  into 
its  separate  departments.  In  the  pit,  for  ex- 
ample,  the  approximate  amount  of  clay  to  be 
used  for  the  year  and  the  labor  required  to 
bring  it  to  the  plant  is  estimated.  The  budget 
for  this  department  includes  the  cost  of 
stripping,  the  cost  of  the  operator  running 
the  clay  winning  machinery,  and  the  labor 


required  to  haul  the  clay  and  move  the  track. 
Whenever  extra  labor  is  required  in  the  pit, 
whether  borrowed  from  some  other  depart- 
ment  of  the  plant  or  secured  from  the  out- 
side, it  is  charged  to  the  cost  of  pit  opera- 
tions. Every  department  has  its  productive 
and  unproductive  labor,  and  the  cost  of  the 
latter  is  always  charged  to  the  proper  de- 
partment. 

The  standard  labor  requirements  in  the 
clay  preparation  machine  room,  and  in  the 
drying  and  burning  departments  are  defi- 
nitely known.  The  expense  of  necessary 
extra  labor,  i.e.  the  unproductive  labor  which 
is  used  in  making  repairs,  changes,  etc.,  must 
also  be  included  in  the  budget  and  is  esti- 
mated as  accurately  as  possible. 

The  labor  requirements  for  drawing  the 
ware  from  the  kilns  vary.  Products  are 
shipped  direct  from  the  kilns  or  are  placed  in 
storage.  In  the  latter  case  unproductive  labor 
will  be  required  subsequently  to  handle 
material  from  storage  to  the  car. 

An  important  phase  of  budget  control  as 
practised  in  the  plant  of  the  Standard  Brick 
Company  is  the  procedure  in  connection 
with  the  burning  operation.  A  value  is 
placed  on  the  contents  of  each  kiln  set,  in 
terms  of  the  average  price  per  thousand  when 
sold.  The  estimate  of  this  value,  based  upon 
past  experience,  constitutes  the  minimum  ex- 
pected from  the  kiln.  It  includes  the  per- 
centage of  each  of  six  classifications  of 
quality  that  the  kiln  should  yield:  firsts, 
specials,  seconds,  common,  culls  and  bats. 
The  price  of  each  class  of  brick  taken  from  the 
kiln  is  calculated  and  from  this  figure  the 
total  value  of  the  kiln  when  burned  is  de- 
termined. The  amount  thus  determined  con- 
stitutes the  budget  sum  to  which  the  burn- 
ing department  must  conform. 
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This  method  provides  for  a  close  check  on 
the  superintendent  who  is  directly  respon^ 
sible  for  the  results  from  each  bum.  It  also 
provides  an  incentive  to  "beat  the  budget" 
for,  if  he  is  doing  his  work  properly,  the 
actual  value  of  the  kiln  will  be  higher  than 
the  budget  value.  If  actual  value  drops 
below  the  budget  estimate,  it  often  is  an 
indication  of  inefficient  work. 

This  company  uses  the  Common  Brick 
Manufacturers  Association  cost  accounting 
sheet  for  recording  its  budget.  Three  col' 
umns  are  maintained  opposite  each  item, 
showing  in  units  of  per  thousand  brick,  the 
cost  of  productive  and  unproductive  labor 
for  each  department  for  a  period  of  one  week; 
the  average  cost  for  the  year  to  date  includ' 


ing  the  present  week,  and  the  budget  pre^ 
determined  for  the  entire  year.  Increases  or 
decreases  in  labor  cost  are  at  once  apparent. 

Below  the  labor  cost  is  the  kiln  value 
data,  the  first  column  indicating  the  kind  of 
brick,  the  second  the  percentage  of  each 
obtained,  the  third  the  quantity  of  each,  and 
the  fourth,  the  price  that  will  be  obtained 
for  each.  A  total  of  the  price  column  gives 
the  kiln  value. 

This  "kiln  value  yard  stick'"  is  also  a  guide 
for  the  sales  department  and  indicates  the 
amounts  of  each  of  the  six  grades  of  brick 
produced  for  the  month  and  year,  which 
must  be  sold  at  the  kiln  value  price  or  higher 
in  order  to  produce  a  profit. 


Selling  Expense 


Selling  expense,  considered  from  the  stand' 
point  of  budgeting,  may  be  divided  into 
three  classifications: 

(a)  Non'variable  (those  that  do  not  vary  in  direct 
proportion  to  sales  volume)  such  as  adminis' 
trative  salaries,  sales  ofl&ce  rents,  etc. 

(b)  Variable,  such  as  salesmen's  commission,  ship 
ping  expense,  etc. 

(c)  Those  that  are  partially  variable  and  partially 
non'variable,  such  as  selling  salaries,  advertising, 
sales  promotion,  and  branch  office  expenses. 

An  analysis  of  selling  expense  statistics  will 
present  valuable  information  which  can  be 
used  as  an  effective  tool  of  management  in 
directing  sales  activities.  Such  expenses  may 
be  considered  in  relation  to  the  geographical 
location,  kinds  of  product,  space  occupied, 
customers  served,  sales  effort  expended,  net 
sales  and  number  of  orders. 

The  Western  Brick  Company  budgets 
each  element  of  sales  expense  in  terms  of 


dollars  and  cents,  by  territories  and  by 
months.  Definite  amounts  are  assigned  for 
advertising,  sales  expense,  etc.,  based  upon 
past  experience  and  the  anticipated  com' 
pany  program,  and  these  estimates  are  com^ 
pared  with  actual  expenditures  monthly. 

The  Laclede'Christy  Clay  Products  Com- 
pany budgets  its  selling  expense  for  the  year 
and  breaks  it  down  into  quarterly  periods  on 
the  basis  of  a  fixed  percentage  of  sales  with  a 
maximum  limit.  These  estimates  from  which 
the  budget  is  prepared  originate  with  the  de- 
partment heads  and  are  submitted  to  the 
management  for  approval.  This  procedure  is 
followed  with  respect  to  all  expense  classi- 
fications, including  advertising,  which  is  then 
divided  into  the  amounts  to  be  spent  for 
national,  trade  journal,  technical  and  direct 
mail  advertising. 

Another  company  studied  in  the  course  of 
this  survey  establishes  its  sales  expense  as 
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normal  ratios  of  sales  on  the  basis  of  past  per- 
formance. These  percentages  are  set  up  as 
approximate  standards  and  are  used  generally 
as  guides.  At  the  beginning  of  the  year  an 
appropriation  for  advertising  is  definitely 
approved  as  a  fixed  percentage  of  sales,  and 
this  estimate  is  strictly  adhered  to. 

The  Murphysboro  Paving  Brick  Company 
estimates  probable  selling  expenses  for  a 
month  on  the  basis  of  the  preceding  month''s 
experience.  The  sales  expenses  are  divided 
into  three  sections — traveling,  advertising  and 
promotion.  A  further  detailed  classification 
of  the  various  expense  items,  both  sales  and 
administration,  is  made  and  these  figures  are 
used  as  goals  of  achievement  for  the  coming 
period.  These  estimates,  based  on  past  ex- 
perience, are  always  considered  in  the  light  of 
conditions  that  are  likely  to  prevail  in  the 
period  to  be  budgeted. 

Gladding,  McBean  6?  Company  estimates 
its  selling  expenses  on  the  basis  of  historical 
performance  modified  by  anticipated  condi- 


tions for  the  ensuing  period.  After  this 
budget  is  carefully  checked  by  the  depart- 
ment heads  and  compared  with  actual  ex- 
penses each  month,  the  variations  are  in- 
vestigated. The  following  classification  is 
used  in  this  budget  procedure: 

Salaries 

Terra  Cotta  Department 
Pipe  and  Refractory  Department 
Roof  Tile  Department 
Miscellaneous  Department 
General  Sales 

Traveling  Expenses 

By  Departments  and  Individuals 

Automobile  Expenses 

By  Departments  and  Individuals 

Dues  and  Subscriptions 

By  Organizations  and  Publications 

Commissions 

Advertising 

By  Name  of  Publications,  etc. 

Samples 

By  Departments 

Compensation  Insurance 

Insurance 

Sundry 


Administrative  Expense 


Cost  of  administration  is  probably  the 
least  variable  of  any  one  group,  and,  as  a  re^ 
suit,  presents  little  difficulty  from  the  stand- 
point of  budgeting.  Usually  budget  allow- 
ances for  this  group  are  set  in  terms  of  the 
total  amount  to  be  expended  for  each  type  of 
expense  during  the  ensuing  period. 

Gladding,  McBean  6?  Company  reports 
the  following  classification  used  to  record 
and  budget  administrative  expenses: 

Salaries 
Executive 

Accounting  Department 
Office  Department 

Mailing,  Messengers,  etc. 


Credit  Department 
Stenographic  Department 
Traffic  I)epartment 

Traveling  and  Entertaining 

By  Individuals 

Rent 

By  Location 

Depreciation 

By  Classification  of  Property 

Dues  and  Subscriptions 

By  Organizations  and  Publications 

Donations 
By  Name 

Taxes 

By  Classifications 
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Insurance 

By  Classifications 

Stationery  and  Office  Supplies 
Telephone  and  Telegraph 

By  Location 

Losses  on  Bad  Accounts 

Postage 

Research  Department 

Renewal  and  Professional 

By  Classification  as  Retainer  Fees,  Audit,  etc. 

Compensation  Insurance 
Directors'*  Fees  and  Expenses 
Automobile  Expense 
By  Individuals 

Sundry 

As  in  the  case  of  other  branches  of  the 
business,  these  expenses  are  projected  on  a 
basis  of  past  experience,  consideration  being 
given  to  management  policy  and  anticipated 
business  conditions. 

Another  company  projects  its  standards 
for  administrative  expenses  primarily  on  the 


basis  of  past  experience,  using  a  straight 
arithmetic  average  for  the  past  four  or  five 
years.  This  figure  is  adjusted  at  the  begin- 
ning of  the  year  to  meet  such  changed  condi- 
tions  as  may  be  expected  to  occur  during  the 
ensuing  period  and  already  planned  and 
known  by  the  management.  Executive  judg- 
ment also  is  inducted  into  the  estimate  to  set 
up  a  standard  which  can  readily  be  attained 
under  normal  conditions. 

In  a  third  company  studied,  administrative 
expenses  were  found  to  be  rather  constant. 
As  a  budget  preliminary,  these  expenses  are 
classified  in  detail  and  a  standard  for  the  year 
based  primarily  on  past  experience  is  set. 
The  yearly  estimate  is  then  broken  down  into 
weekly  estimates  to  correspond  with  the 
weekly  period  used  in  projecting  a  produc- 
tion schedule.  By  converting  all  departments 
and  activities  uniformly  to  a  weekly  basis,  a 
complete  profit  and  loss  statement  can  be 
prepared  at  such  intervals.  This  is  used  ef- 
fectively by  the  executives  in  planning  the 
budget  for  the  following  week. 
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Financial  Budget 


A    PRACTICAL    APPLICATION     of    the    budgCt 

can  be  made  in  connection  with  a  company's 
financial  program  and  cash  requirements. 
This  phase  of  budgeting  is  concerned  only 
with  cash  receipts  and  disbursements  as 
distinct  from  income  and  expenditures,  and 
is  designed  to  anticipate  the  cash  position  of 
the  business  at  all  times.  The  primary  ob- 
jective is  to  interpret  the  planned  operations 
of  the  business  in  terms  of  cash  requirements 
so  that  disbursements  may  be  kept  within 
the  limits  of  available  cash.  For  this  purpose 
the  same  sources  of  information  are  used  as 
for  other  phases  of  the  budget,  but  it  is  neces- 


sary to  interpret  the  information  in  a  some- 
what different  manner.  Thus,  from  the 
standpoint  of  production,  a  forecast  of  pur- 
chases is  essential  as  a  means  of  insuring  at 
all  times  an  adequate  supply  of  materials  at  a 
predetermined  cost.  From  the  standpoint  of 
the  cash  budget,  however,  an  analysis  of 
planned  purchases  indicates  for  each  period 
the  maturing  liabilities  for  the  payment  of 
which  cash  must  be  provided. 

On  this  basis,  the  financial  budget  in- 
volves consideration  of  the  terms  of  sale  and 
the  amount  and  rates  of  collection  of  accounts 
receivable   to   establish   the   cash   receipts. 
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Similarly,  on  the  disbursement  side,  it  in- 
volves a  consideration  of  payroll  require- 
ments, the  amount  and  terms  of  purchases, 
and  the  payment  schedule  employed  with 
respect  to  accounts  payable. 

Consideration  must  also  be  given  to  short- 
term  indebtedness,  i.e.,  the  financial  assist- 
ance secured  from  commercial  banks,  trade 
acceptances  and  notes  given  to  vendors;  and 
to  long-term  obligations  incurred  for  financ- 
ing capital  expenditures  or  to  increase  pro- 
duction facilities  for  handling  the  desired 
volume  of  sales.  Other  factors  include  any 
necessary  provision  for  reduction  of  long- 
term  indebtedness,  and  dividend  require- 
ments, and  the  cash  position  which  the  com- 
pany wishes  to  maintain. 

The  Murphysboro  Paving  Brick  Company 
provides  a  practical  illustration  of  the  use  of 
a  financial  budget.  In  this  company,  the 
cash  position  is  anticipated  for  one  month  in 
advance.  This  projection  is  based  largely  on 
an  analysis  of  conditions  existing  at  the  close 
of  the  preceding  month.  At  this  time,  cash 
receipts  are  estimated  by  listing  the  out- 
standing accounts  receivable  and  by  estimat- 
ing the  proportion  to  be  collected  during  the 
current  month  on  the  basis  of  past  experi- 
ence. A  similar  analysis  is  made  of  open 
accounts  payable  to  determine  the  obliga- 
tions maturing  during  the  period. 

This  part  of  the  budget  is  developed  in 
considerable  detail.  For  this  purpose,  Form  4, 
reproduced  as  an  appendix  to  this  report,  is 
employed.  It  represents,  both  in  detail  and  in 
summary,  all  obligations  for  which  payment 
must  be  made  during  the  month.  The  items 
are  classified  according  to  the  type  of  expense 
incurred  in  each  phase  of  the  business.  Thus, 
under  the  disbursements  of  the  Sales  De- 
partment are  listed  "Traveling,"  "Adver- 


tising" and  "Promotion."  Disbursement 
items  under  Production  include  "Payroll," 
"Freight,"  "SuppHes,"  "Coal,"  "Power," 
"Insurance"  and  "Miscellaneous"  items. 
Administrative  and  Finance  items  comprise 
individual  officers'  drawing  accounts, 
"Notes,"  "Salaries,"  "Interest,"  "Assets," 
"  Insurance,"  "Trade  Acceptances,"  etc. 

In  the  body  of  the  form  there  is  a  column 
for  each  of  the  above  items.  The  first  sec- 
tion provides  for  the  entry  of  the  actual  dis- 
bursements made  during  the  preceding  month 
for  each  item  of  expense.  Under  this  is 
listed  the  estimated  total  requirements  for 
the  current  month.  The  recapitulation  at  the 
top  of  the  form  provides  for  the  assembling  of 
the  data  as  to  cash  requirements  for  the  five 
principal  items  of  expense  specified.  Mr. 
C.  D.  Crossman,  Secretary  and  Treasurer  of 
the  company,  presents  the  following  descrip- 
tion of  the  manner  in  which  this  information 
is  developed: 

We  list  under  the  first  two  columns  at  the 
left  the  withdrawals  expected  to  be  made  by 
officials  of  the  company.  In  the  next  column  we 
list  the  total  of  the  notes  as  detailed  in  the  upper 
section  of  this  budget  sheet.  This  also  is  done 
with  the  payrolls.  Traveling  expenses  are  antici- 
pated by  what  traveling  is  expected  to  be  done 
during  the  current  month  and  what  has  been 
spent  in  months  previous.  Freight  is  an  item 
covered  by  in-bound  shipments  of  coal;  as  coal 
is  about  30  per  cent,  of  our  cost,  this  freight 
item  is  a  very  important  item  and  we  determine 
it  by  reckoning  the  number  of  tons  of  coal  that 
we  expect  to  use  and  multiplying  this  by  the 
freight  rate,  which  is  a  consistent  figure,  as  our 
coal  supplies  come  from  local  mines  carrying  the 
same  freight  rate.  Supplies  is  an  item  that  con- 
sists of  about  10  per  cent,  of  our  cost  and  is 
handled  through  our  storeroom;  this  amount  is 
determined  by  past  experiences,  which  has  been 
found  to  be  rather  consistent  with  the  number  of 
tons  of  product  made. 
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The  next  item  is  headed  "Salaries";  this 
covers  the  foremen,  superintendents  and  oflEce 
force.  "Coal"  is  the  amount  of  coal  used  for 
burning  brick,  as  well  as  for  heating  purposes 
and  for  steam  used  in  the  different  depart' 
ments.  "Power"  is  electric  power  that  is  dc' 
tcrmincd  by  bills  presented  by  the  local  electric 
light  company  who  furnish  power  for  the  run' 
ning  of  all  of  our  departments.  It  is  a  very  easy 
figure  to  control.  "Interest"  covers  interest  on 
all  Trade  Acceptances  and  Notes.  "Assets" 
have  been  explained  in  one  of  the  previous  para' 
graphs.  "Insurance"  covers  all  insurance  on 
which  we  keep  a  detailed  monthly  control  in 
carrying  our  costs  at  the  actual  cost  per  month — 
covering  public  and  employee's  liability,  fire  and 
tornado,    flywheel    and    boiler,    automobile, 
electric   and    life   insurance.  "Trade   Accept' 
ances,"  as  explained  in  above  paragraph,  are 
acceptances  that  we  give  for  machinery  or  other 
large  items  that  we  buy  and  which  are  furnished 
to  us  on  time  payments— for  which  we  sometimes 
give  Trade  Acceptances.  The  "Miscellaneous" 
section  of  this  budget  is  divided  into  seven 
columns,  with  three  vacant  columns  for  any 
necessary    expansion.  The    first    of    these    is 
"Employees,"  which    covers    advances    made 


them  on  payroll.  Next  to  this  is  "General  Ex' 
pense,"  which  covers  a  number  of  small  items 
not  chargeable  to  any  other  item.  "Office"  ex' 
pense  covers  all  items  except  salaries.  "Tele 
phone  and  Telegraph"  covers  bills  properly 
chargeable  to  this  account.  "Advertising"  covers 
newspaper  and  magazine  advertising,  samples 
of  our  products  sent  out,  literature  sent  out,  and 
any  other  items  that  would  promote  and  effect 
the  sales  of  our  products.  "Promotion"  covers 
items  similar  to  advertising  and  are  strictly  sales 
itecQs.  "Miscellaneous"  items  are  those  charged 
to  various  accounts  that  would  not  be  considered 
as  a  general  expense  item. 

The  term  "Assets^'  appearing  above  is 
used  to  designate  the  maturing  obligations 
for  equipment,  etc.,  purchased  on  open  ac' 
count  as  compared  to  that  for  which  trade 
acceptances  have  been  issued. 

Daily  postings  are  made  to  this  budget 
from  the  disbursement  records,  and  the  ex' 
perience  of  this  company  for  two  years  shows 
that  actual  disbursement  figures  have  aver^ 
aged  within  five  per  cent,  of  the  projected 
estimates  for  each  month. 


Installation  and  Enforcement 


The  ACCUMULATED  experience  as  developed 
in  the  course  of  this  and  similar  investigations 
indicates  that  a  budget  system  is  no  stronger 
than  its  enforcement.  Irrespective  of  how 
carefully  or  how  scientifically  budget  stand' 
ards  may  be  developed,  they  are  apparently 
of  little  value  unless  some  means  are  pro" 
vided  for  measuring  accomplishments  against 
allowances  and  for  encouraging  the  active 
cooperation  of  the  organi2ation  in  the  budget 
program.  This  survey  has  indicated  that 
those  companies  have  had  the  greatest  sue 
cess  that  have  built  their  budget  from  within 
their  organizations  and  have  developed  it  on 
a  cooperative  and  participating  basis. 


The  arbitrary  imposition  of  standards  on 
department  heads  without  their  cooperation 
and  consent  has  frequently  tended  to  build 
up  antagonism  and  resistance  to  the  idea  of  a 
budget.  On  the  other  hand,  where  the 
various  operating  executives  and  sub'execu' 
tives  have  had  an  opportunity  to  participate 
and  advise  in  the  setting  of  such  standards, 
there  has  been  an  inclination  to  consider  the 
results  as  definitely  attainable  and  to  encoup 
age  greater  effort  in  achieving  these  results. 

The  Harbison 'Walker  Refractories  Com^ 
pany  furnishes  a  good  example  of  the  sue 
cessful  application  of  this  principle.  In  the 
course  of  preparing  estimates,  the  executives 
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of  this  company  hold  several  conferences 
with  the  heads  of  their  various  operating 
units  in  an  effort  to  inject  into  the  budget 
plan  as  much  specializied  knowledge  as  pos' 
sible  and  to  secure  generally  attainable  bud- 
get standards.  The  enforcement  of  the  bud- 
get is  directly  in  the  hands  of  the  various 
works  managers.  The  budget  officer  is  the 
Secretary  of  the  company. 

In  the  case  of  the  Western  Brick  Com- 
pany, operations  are  conducted  on  a  basis  of 
thirteen  periods  of  four  weeks  each.  Total 
and  unit  costs  for  all  departments  are  com- 
puted for  each  period,  and  every  foreman 
having    received    his    departmental    report 
knows  definitely  the  standards  he  is  expected 
to  maintain.  A  real  incentive  for  improved 
performance  is  offered  in  the  form  of  a  bonus 
based  on  the  savings  effected  in  each  depart- 
ment. The  fact  that  the  foremen  have  a 
definite  voice  in  the  preparation  of  the  stand- 
ards set  has  contributed  materially  toward 
making  this  company's  bonus  system  effec- 
tive. 

In  a  large  organi2;ation,  where  responsi- 
bility must  be  widely  delegated,  there  is  the 
greater  necessity  for  the  executives  to  con- 
sider some  plan  that  will  inject  the  view- 
points and  opinions  of  the  individual  de- 
partment heads  into  the  budget.  Their  en- 
thusiastic cooperation  is  also  valuable  in 
investigating  the  causes  of  discrepancies  be- 
tween actual  performance  and  standard  and  in 
suggesting  such  revisions  from  time  to  time 
as  may  be  deemed  necessary  in  the  light  of 
changing  economic  conditions. 

The  budget  program  of  the  Laclede- 
Christy  Clay  Products  Company  is  admin- 
istered by  the  Secretary-Treasurer  of  the 
company.  The  foremen  are  furnished  peri- 


odically with  a  detailed  performance  record 
showing   the   variations   from    the    budget 
estimates.  In  this  organiz^ition  budget  allow- 
ances are  based  directly  on  estimates  origi- 
nating with  the  individual  foremen  and  de- 
partment heads.  The  performance  record  is 
prepared  in  considerable  detail  to  permit  the 
careful  analysis  and  investigation  of  impor- 
tant discrepancies  or  deviations  from  stand- 
ards.   These  investigations  and  satisfactory 
explanations  are  always  required  for  the  pur- 
pose of  preventing  recurring  deficiencies. 

Such  thorough  analysis  and  investigation 
may  indicate  the  necessity  for  revising  the 
budget  estimates  for  the  balance  of  the  bud- 
get period.  Changes  in  economic  conditions, 
in  operating  methods  or  in  company  policy 
may  render  the  original  estimates  obsolete. 
The   fact   that   standards   have   not   been 
attained  is  not  sufficient  cause  to  change  the 
standards  as  long  as  conditions  under  which 
the  original  estimates  were  made  remain  nor- 
mal. The  practice  of  changing  budget  esti- 
mates because  actual  performance  does  not 
approximate    the    predetermined    standard 
usually  negates  the  value  of  budgetary  con- 
trol. No  change  of  importance  should  be  con- 
sidered in  the  department  program  without 
considering  its  effect  on  the  master  plan  and 
the  budget  of  the  other  units.  On  the  con- 
trary, a  budget  plan  is  a  coordinated  and  pre- 
determined operating  plan  for  each  function 
of  the  business  developed  through  the  co- 
operation of  department  heads  and  executives. 
It  facilitates  executive  control,  inasmuch  as 
the  estimates  are  deemed  to  be  attainable 
under  normal  conditions,  provides  factual 
information  and  guides    the  executives 
in   planning  the  company  policies  for  the 
future. 
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OTHER  AVAILABLE  PUBLICATIONS 

OF  THE 
POLICYHOLDERS  SERVICE  BUREAU 

The  following  reports  discussing  topics  of  interest  to  executives  in  the  brick  and 
clay  industry  are  available  on  request: 

• 

The  Significance  of  the  Budget 

The  Sales  Budget 

Establishing  Sales  iluotas 

Cooperative  Marketing  Activities  in  Business 

The  Value  of  Style  and  Design  in  Selling  Ceramics 

The  Use  of  Style  and  Design  in  Industry 

Sources  of  Cost  Information 

Tendencies  in  Sales  Organizations 

Present-Day  Merchandising 

Methods  of  Compensating  Salesmen 

The  Province  of  Sales  Management 

Analysis  of  Branch  Managers  Contracts 

The  Use  of  Research  in  Developing  Old  Products  and 
Introducing  T^ew  Ones 

Methods  of  Compensating  Production  Executives 

Reducing  Losses  from  Obsolete  Material 

Sharing  Profits  with  Employees 

Radio  as  an  Advertising  Medium 

The  Foreman's  Part  in  Safety 

Artificial  Respiration 

Through  its  diverse  contacts  with  various  types  of  industry,  this  Bureau  has  access 
to  business  information  which  it  can,  in  turn,  pass  on  to  interested  business  executives.    A 
j  staff  of  specialists  is  maintained  for  the  purpose  of  making  available  to  Metropolitan  Group 
insurance  policyholders  a  consultation  service  with  respect  to  individual  problems. 

This  Bureau  is  glad  to  correspond  with  Group  insurance  policyholders  and  others 
interested  in  the  subject  matter  of  this  report. 


BUDGET  FOR. 


.19. 


RECAPi 

NOTt* 

PAY   MOLL 

^ 

•», 

¥' 

•*    M 

* 

m 


OATC 


PMCVIOUS 


PRESENT 


PAY  nOLb 


TNAVCLINO 


•UPPLK* 


— --• 


MISCELLANEOUS 


BUO«ET 


I 


^r% 


il" 


5    i 


■ 


I 


»  -  • 

1 


*'f 


■4 


r 


f      ! 


METROPOi.n  \  . 


H'K  INStlRANCB  COMi  ANY  i  K  t^. 

I.  A    \ OKK,  U.S.A. 


~  ] 


;. 


IPOUCYHOlMmB  SERVICE  BUEEAU 

METROPOLITAN  LIFE 
INSURANCE  COMPANY 

HOME  OFFICE  .  NEW  YORK 
PaoiSe  Coast  Iteftil  Office,  Sail  FraiK^tco 
Biitisli  late  Head  Office  ",  *  ;  hoodtm 
Canadian  K«9d  Office    ....   Ottawa 


^;    )| 


i 


C^^A'-_  Policyholders   Service    Bureau  -.-^A-"^ 
METROPOLITAN  LIFE  INSURANCE  COMPANY 


} 


<f 


TFIJ  BUEG^T.J?Y  CONTROL  ?.  ,OC:^njR:.  OF  A  COTTOW  JILL 


NOTE This  report  was  prepared  to  answer 

specific  questions  presented  by  a  Group  insurance 
policyholder  of  the  Metropolitan.   It  was  compiled 
with  special  reference  to  the  situation  confronting 
the  organization  for  which  the  service  was  rendered, 
and  is  not  intended  as  an  all-inclusive  discussion  of 
the  subject.  The  report  has  been  made  available  for 
general  distribution  because  it  is  believed  that  t.ie 
contents  may  be  of  interest  to  executives  confronted 
with  eimilar  problems.   In  the  form  here  presented, 
references  or  material  of  exclusive  interest  to  the 
company  for  which  it  was  prepared,  have  been  removed. 

The  report  aims  to  present  factually  the  methods  and 
practices  of  business  men  in  meeting  the  particular 
problem  considered*  Opinions  cited  are  those  of  the 
contributors,  and  their  use  in  the  report  does  not 
indicate  any  endorsement  on  the  part  of  the 
Metropolitan  Life  Insurance  Company. 
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THE  BUDGETARY  CONTROL  PROCEIXIR] 


OF  A 


COTTON  MILL 


The  procedure  described  in  this  report  is  based  on  the  budgetary 
control  practices  used  at  the  Lynchburg,  Virginia,  plant  of  the  Consolidated 
Textile  Corporation.  The  system  is  essentially  one  of  standard  costs  wherein 
a  predetermined  unit  cost,  or  standard,  is  developed  for  each  type  of  fabric 
manufactured  as  well  as  for  each  item  of  mill  cost.  These  standards  represent 
what  each  individual  item  of  cost  should  be  for  the  period  under  consideration, 
and  under  the  business  and  operating  conditions  emtio ipated. 
DescrJDtibn  of  Budget  Procedure 

The  first  step  in  preparing  the  operating  budget  is  t^  lay  out  the 
looms  in  the  mill  on  the  various  constructions,  or  types  of  fabrics,  as  des- 
ignated by  the  selling  organization.  A  master  sheet  -  the  Budget  Control 
Form  (copy  appended  to  this  report)  -  is  used  to  assemble  budget  information 
and  comparative  records.  Each  construction,  together  with  the  number  of  looms 
to  be  devoted  to  its  manufacture,  is  entered  on  the  Budget  Control  Form  in  the 
columns  headed  "Constructions"  and^'Looms  On".  The  weekly  production  of  one 
loom  is  also  determined  for  each  construction  at  100?^  efficiency  and  at  the 
attained  efficiency  as  arrived  at  by  reference  to  production  records  over  a 
reasonable  period  of  time.  On  the  budget  control  form,  a  week  is  taken  as  55 
productive  hours.  If  the  demand  is  such  that  the  55  hour  week  is  not  suf- 
ficient to  meet  requirements,  a  longer  week  is  used  in  determining  the  pro- 
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duct ion  per  loom. 

After  the  weekly  production  for  one  loom  has  been  determined  for 
each  construction  to  be  manufactured,  it  is  multiplied  by  the  total  number  of 
looms  to  be  used  for  that  construction  to  obtain  the  total  weekly  production 
expressed  in  pounds.  The  production  for  each  fabric  is  further  determined 
for  a  year,  for  one  week,  for  four  weeks  and  for  five  weeks.  These  pro- 
duction figures  are  entered  on  the  form  in  the  four  columns  under  the  heading 
"Pounds".  The  total  production  figures  of  all  construction  is  also  determined 
for  periods  of  one  year,  one  week,  four  weeks  and  five  weeks,  and  entered  on 
the  Budget  Control  Form  in  the  proper  sub-columns  under  the  heading  "Estimated 
Budget". 

The  next  step  is  to  work  out  a  labor  payroll  applicable  to  the 
estimated  total  production  of  all  fabrics,  based  on  incentive  rates  and  labor 
cost  records  of  past  periods.   In  like  manner,  by  reference  to  previous  cost 
records  the  amount  of   expense  for  starch,  size,  electric  power,  oils,  etc., 
is  worked  out  covering  the  estimated  total  production.  These  estimated  budget 
costs  are  developed  for  periods  of  one  year,  one  week,  four  weeks,  and  five 
weeks,  and  are  entered  in  the  four  sub-columns  under  "Estimated  Budget".  The 
costs  are  totalled  for  each  of  the  four  periods  to  obtain  the  Total  Mill  Cost, 
to  which  is  added  depreciation,  overhead  and  interest  to  obtain  the  Total 
Operating  Cost. 

Each  estimated  item  of  expense  is  then  divided  by  the  total  esti- 
mated production  and  a  standard  average  cost  per  pound  is  arrived  at.  These 
are  totalled  to  obtain  the  standard  average  total  mill  cost  per  pound  and  a 
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standard  average  total  operating  coat  per  pound  of  production.  These  figures 

« 

are  entered  in  the  column  headed  "Standard  Average  Cost".  At  the  sajne  time, 
the  percentage  of  each  item  of  expense  to  the  total  operating  cost  is  calcu- 
lated and  entered  in  the  first  column  on  the  left  hand  side  of  the  Budget 
Control  Form. 

After  the  expenses  covering  the  total  estimated  production  have 
been  arrived  at  in  the  above  manner,  the  next  step  consists  of  estimating  a 
standa-d  individual  fabric  cost  for  each  type  pf  construction.  This  is 
accomplished  by  distributing  each  and  every  item  of  expense  to  the  various 
departments  in  the  mill,  and  calculating  unit  departmental  costs.  These  unit 
departmental  costs  are  summarised  and  standard  individual  fabric  costs  are 
calculated.  These  standard  costs  are  entered  on  the  form  in  the  column  headed 
"Standard  Individual  Fabric  Cost".  V/hen  the  standard  individual  fabi-ic  costs 
are  multiplied  by  the  estimated  weekly  production  of  each  fabric,  the  average 
cost  obtained  should  correspond  to  the  Standard  Average  Operating  Cost  des- 
cribed in  the  preceding  paragraph. 

At  the  beginning  of  each  year,  therefore,  the  Consolidated  Textile 
Corporation  has  assembled  on  its  budget  control  form  a  cost  estimated  for  each 
item  of  operating  and  mill  cost  expressed  in  dollars,  an  estimated  volume  of 
production  to  be  obtained  for  each  individual  fabric  and  for  all  fabrics,  a 
standard  average  cost  for  each  item  of  mill  and  operating  cost  expressed  in 
cents  per  pound  of  production,  and  a  standard  individual  cost  per  pound  for 
each  type  of  fabric  manufact'ored.  The  cost  estimates  and  standards  are  pre- 
pared for  four  and  five  week  periods  to  facilitate  comparison  of  actual  to 
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budgeted  costs.  Actual  costs  are  assembled  monthly,  each  month  consisting  of 
either  four  or  five  weeks. 

It  should  be  emphasized  that  the  cost  estimates  and  standard  costs 
are  subject  to  revision  should  conditions  warrant.  Any  marked  change  in  loom 
layout  due  to  curtailment  of  production  on  certain  fabrics  and  increased. pro- 
duct ion  in  others,  or  any  change  in  the  hours  of  operation  per  week  or  the 
number  of  looms  orxerated,  will  require  revision  of  the  budget  e?timates  and 
the  standard  costs. 
Control  Procedui-e 

Budgetary  control  is  exercised  through  comparisons  of  actual  expense 
and  actual  unit  costs  with  estimated  expense  and  standard  unit  costs.  At  the 
end  of  each  month,  the  actual  costs  for  each  item  of  expense,  together  with 
the  pro-rated  expense  of  those  items  which  are  on  an  annual  basis,  such  as 
depreciation,  taxes,  insurance,  etc.,  are  accumulated  and  entered  on  the  control 
form.  If  the  month  has  consisted  of  four  weeks,  these  cost  figures  are  compared 
with  the  estimated  four  week  costs;  if  the  month  consisted  of  five  weeks,  the 
five  week  estimate  is  used. 

In  addition,  the  actual  cost  for  each  item  of  expense  is  divided 
by  the  production  of  the  month,  in  pounds,  to  obtain  the  unit  cost  per  item 
of  expense  expressed  in  cents  per  pound.  This  cost  is  compared  directly  with 
the  standard  cost  developed  for  that  item  of  expense.  The  individual  actual 
unit  costs  for  the  month  are  also  totalled  and  compared  with  the  total 
standard  unit  cost,  and  a  percentage  figure  is  derived  giving  the  per  cent 
increase  or  decrease  of  the  actual  cost  per  pound  over  the  standard  cost  per 
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pound. 

The  comparisoxi  obtained  through  this  procedure  are  as  follows: 

Total  standard  operating  cost  to  total  actual  operating  cost. 
Total  standard  cost  per  pound  to  total  actual  cost  per  pound. 
Estimated  cost  to  actual  cost  for  each  item  of  expense. 
Standard  unit  cost  to  actual  unit  cost  for  each  item  of  expense. 
Per  cent  increase  or  decrease  of  actual  over   standard  costs. 

Vai-iations  in  unit  and  total  costs  from  the  standards  or  estimates 
are  immediately  investigated  to  determine  the  causes  of  the  variations.  If 
the  variations  are  controllable,  steps  are  taken  to  make  sure  that  the  costs 
will  conform  to  the  standards  in  the  future.  If  the  investigation  shows  that 
the  standards  and  estimates  were  incorrectly  made,  or  that  the  present  standards 
cannot  be  maintained  because  of  changes  in  conditions,  new  standards  will  be 
developed  to  conform  to  the  present  conditions. 

The  actual  production  for  each  type  of  fabric,  expressed  in  pounds, 
is  also  recorded  on  the  control  form.  As  long  as  the  looms  are  laid  out  on 
the  same  fabrics  or  approximately  the  same  fabrics  as  used  in  preparing  the 
operating  budget,  the  standard  individual  fabric  costs  can  be  adjusted  to 
the  actual  cost  for  aiiy  month  on  a  percentage  basis.  This  is  accomplished  by 
multiplying  the  standard  individual  fabric  cost  by  the  percentage  increase  or 
decrease  of  the  actual  average  operating  cost  over  the  standard  average  cost. 
Should  the  loom  layout  vary  from  the  budget,  it  will  be  necessary  to  multiply 
the  standard  individual  fabric  costs  by  the  actual  production  on  each  fabric 
to  arrive  at  a  new  standard  average  cost. 

At  the  end  of  each  quarter,  the  costs  and  production  for  the  pre- 
vlour:  three  months  are  assonbled  and  the  actual  unit  cost  for  each  item  of 
expense,  for  all  expenses,  and  for  each  type  of  fabric  manufactured,  are 
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computed  and  compared  to  the  standard  unit  costs  which  have  been  developed 
for  each  item  of  expense,  for  the  total  of  all  expenses,  and  for  each  fabric. 
The  quarterly-  comparison  is  used  in  addition  to  the  monthly  conparieons 
since  it  tends  to  average  out  many  minor  fluctuations  which  appear  in  the 
monthly  figures. 

Space  is  provided  on  the  control  form  for  entering  pertinent  pro- ' 
duction  data  which  will  assist  in  analyzing  the  budget  report  and  in  con- 
trolling operations.  This  data  includes,  for  each  month,  the  number  of  looms, 
spindles,  and  cards  operated;  the  average  daily  employment;  the  average  hourly, 
daily,  or  weekly  wage;  the  production  for  the  month  in  pounds  and  yards;  the 
number  of  hours  run;  the  average  yarn  number;  and  the  average  efficiency  of 


all  looms. 


Comparison  of  these  figures  from  month  to  month  will  aid  in  con- 
trolling costs,  as  well  as  determining  the  causes  of  some  of  the  cost  fluctu- 
ations from  standard. 


J  J 
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Other  Metropolitan  putllcations  which  may  he  of 
interest  to  readers  of  this  report  are: 


ACCIDENT  PREVENTION  SURVEY  OF  A  TEXTILE  PLANT 
BONUS  AND  THE  BUDGET 
BUDGETING  MANUFACTURING  OPERATIONS 
FCBECASTING  SALES  IN  CONNECTION  WITH  A  BUDGET 

PROCEDURE 
A  MANUAL  OF  BUDGET  PROCEDURE 
THE  MANUFACTURING  EXPENSE  BUDGET 
OPERATION  STUDY 
SOURCES  OF  COST  INFORMATION 
WAGE  PAYMENT  PLANS  IN  THE  M/iNUFAClTIRE  OF 

TEXTILES 


Copies  may  be  obtained  on  req^uest  from  Policyholders  Service 
Bureau,  Metropolitan  Life  Insurance  Company,  One  Madison 
Avenue,  New  York  City. 
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AN  ECONOMIC  SERVICE  TO  BUSINESS 


This  is  one  of  numerous  publications  issued 
by  the  Policyholders  Service  Bureau  in  the  interest  of 
better  management  in  business.  The  Metropolitan  has 
good  reason  for  desiring  to  contribute,  so  far  as 
practicable,  to  improved  practices  in  management. 
Effective  management  is  a  vital  factor  in  the  continuous 
and  profitable  operation  of  business  enterprises  and 
helps  to  bring  about  steady  vcork  and  regular  income  for 
Metropolitan  policyholders,  who  number  more  than  one  out 
of  five  of  the  general  population.  An  even  greater 
proportion  than  one-fifth  of  the  employees  in  conmerce 
and  industry  are  insured  by  the  Metropolitan  Life 
Insurance  Company.  The  relationship  between  prosperous 
policyholders  and  the  company's  progress  is  obvious. 

Because  of  its  great  stake  in  the  nation's 
economic  life,  the  company  has  set  up  the  Policyholders 
Service  Bureau  to  carry  out  a  program  of  economic 
service  to  business.  The  Bureau  staff  is  made  up  of 
specialists  in  the  various  fields  of  management  —  in 
business  organization,  office  management,  accounting  and 
finance;  in  marketing,  distribution,  advertising  and  sales 
management;  in  production  and  personnel  management;  in 
business  and  economic  research;  in  industrial  health  and 
accident  prevention. 

Investigations  of  subjects  of  current  interest 
to  business  executives  are  continually  being  carried  on 
by  the  Bureau's  specialists  in  these  various  fields  of 
management.  Reports  of  such  of  these  investigations  as 
are  of  general  interest  are  published  from  time  to  time. 
For  additional  information  about  the  work  of  the  Bureau 
or  its  published  reports,  address: 


Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
One  Madison  Avenue 
New  York  City 
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BUDGET  FOE  THE  I3EPARTMENT  STORE 


^^'^   •  This  report  was  prepared  to  answer 

specific  questions  presented  \>j  a  Group  ineurance 
policyholder  of  the  Metropolitan.  It  was  compiled 
with  special  reference  to  the  situation  confronting 
the  organization  for  which  the  service  was  rendered, 
and  is  not  intended  as  an  all-inclusive  discussion  of 
the  suhject.  The  report  has  heen  mado  available  for 
general  distrihution  because  it  is  Relieved  Ihat  the 
contents  may  te  of  interest  to  executives  corf rented 
with  eLnilar  prohlems.  In  the  form  here  presented 
references  or  material  of  exclusive  interest  to  the 
company  for  which  it  was  prepared,  have  been  removed. 

The  report  aims  to  present  factually  the  methods  and 
practices  of  business  men  in  meeting  the  particular 
problem  considered.  Opinions  cited  ai^e  those  of  the 
contributors,  and  their  use  in  the  report  does  not 
indicate  any  endorsement  on  the  part  of  the 
Metropolitan  Life  Insurance  ComDany. 


Prepared  by 
Policybolders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
New  York  City 

1929 
Reprinted  I935 
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BUDGET  FOR  THE  DEPARTMENT  STCE^E 


There  are  four  steps  In  the  operation  of  any  "budget.  These  may 


"be  given  as  follows: 

1.  The  classification  and  assembly  of  reasonably 
accurate  data  covering  past  performance,  to  "be 
used  as  a  "basis  for  estimating  future  per- 
formance . 

2.  The  preparation  of  "budget  estimates  covering 
the  forthcoming  "budget  period. 

5«  "^e  periodic  compsirison  of  actual  performance 
with  this  planned  or  budgeted  i>erformance. 

k.     The  adjustment  of  conditions  within  the 
"business  along  the  lines  indicated  "by  this 
comparison. 

The  classification  and  distribution  of  expenses  is  very  closely 
related  to  the  subject  of  budgeting  and  is  a  matter  of  vital  importance 
in  the  control  and  management  of  any  retail  store.  The  Controller's 
Congress  of  the  National  Retail  Dry  Goods  Association  has  drawn  up  a  stand- 
ardized expense  classification  which  has  proved  very  successful  in  operation. 
Department  store  managers  and  executives  who  are  contemplating  the  install- 
ation of  a  budget  plan  will  find  that  any  time  spent  in  a  careful  study  of 
the  proper  method  of  classifying  expenses  and  the  adoption  of  a  budget  plan 
which  will  be  closely  co-ordinated  with  the  accounting  work  will  prove  most 
valuable. 

In  installing  a  budget  plan  some  department  stores  have  found  it 
practical  to  present  each  department  head  with  a  form  showing  the  actual 
expenses  of  his  department  for  the  previous  period.  With  the  records  of  the 
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past  as  a  "basis,  the  department  head  Is  in  a  position  to  estinate  the  ex- 
penses for  the  coming  period  as  well  as  the  sales,  in  the  case  of  the  sell- 
ing departments.  When  these  preliminary  estimates  are  completed  they  may 
he  forwarded  to  a  budget  committee  for  consideration  and  final  action. 

The  two  hudget  systems  which  are  reproduced  below  are  descriptive 
of  budget  plans  in  actual  use  in  successful  retail  stores.  The  methods 
used  by  each  of  these  stores  are  different  in  a  number  of  respects.  Eeich 
plan,  however,  has  its  merits  and  each  has  been  foimd  to  be  of  very  con- 
siderable practical  value  to  the  store  in  question. 


ABRAHAM  AND  STRAUS  Bin)GET  PLAN 
The  first  step  in  the  operation  of  the  budget  plan  is  the  establish- 
ment of  a  six  months'  merchandise  budget  (Form  l).  Prior  to  the  beginning 
of  the  fall  and  spring  seasons,  the  statistical  department  of  the  store 
furnishes  to  each  of  the  seven  divisional  merchandise  managers,  by  means  of 
this  form,  a  record  of  last  year's  sales,  retail  stock,  turnovers,  retail 
transfers,  cash  discounts,  purchases,  mark-ups  and  reductions,  etc.  Each 
divisional  merchandise  manager  discusses  with  his  buyers  their  plans  for  the 
coming  six  months.  "When  the  preliminary  six  months  merchandise  budget  has 
been  approved  by  each  divisional  merchandise  manager,  the  forms  are  given 
first  to  the  general  merchandise  manager  and  then  to  the  budget  committee, 
made  up  of  the  principal  store  executives,  for  study.  When  the  plans  have 
been  finally  approved,  the  figures  therein  beccme  the  budget  for  the  period. 
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Comparison  of  Actual  With  Estimated  Performance 
The   statistical  department  prepares  a  weekly  statement  of  the  re- 
sults of  each  department's  operation.  Two  copies  of  each  of  these  state- 
ments are  furnished  to  each  of  the  divisional  merchandise  managers.   It  will 
he  noted  that  this  statejient  (Form  2)  gives  each  of  the  divisional  merchan- 
dise managers,  and  through  them  each  of  the  department  huyers,  a  ccMplete 
picture  of  Bales,  stoclcs,  purchase  orders  placed,  purchase  orders  outstanding, 
purchase  orders  received,  etc.  By  using  nearest  hundred  and  hy  so  arranging 
the  work  that  a  conaiderahle  amount  of  the  inf omation  may  he  filled  in  in 
advance,  the  statistical  department  is  able  to  have  this  statement  in  the 
^hands  of  the  divisional  merchandise  managers  at  three  o'clock  on  Monday 
afternoon,  complete  as  of  the  close  of  business  of  the  previous  Saturday  night. 
The  purchases  used  in  arriving  at  this  weekly  stock  figure  are  secured  hy 
analyzing  hy  departments  the  invoices  as  passed  to  the  receiving  room  for 
checking.  To  obtain  the  retail,  the  maintained  mark-up  rate  is  applied  to 
the  cost  secured  as  above. 

At  the  end  of  each  month  actual  figures  are  tabulated  on  the  six 
months'  merchandise  budget  forms  in  parallel  columns  with  the  budgeted 
figures. 


Changes  in  Open-to-Bu^  Figures 
Once  a  week  each  divisional  merchandise  manager  sends  to  the  sta- 
tistical department  an  Approved  0.  B.  Report  (Form  5)  on  which  are  listed 
all  changes  in  purchase  limits  or  open-to-buy  figures.  In  other  words,  if 
the  original  budget  shows  an  open-to-buy  figure  for  the  balance  of  the  month 


•tiT;Ai\ 


A  ill     ) 


GROUP 

DEPARTMENT. 


1 
2 
3 

4 
5 
6 
7 
8 
9 
10 
11 


12 

13 
14 
IS 
16 
17 
18 
19 

20 

21 
22 
23 
24 
25 
26 


27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 


42 
43 
44 

45 
46 
47 
48 


Retail  Stock  Beginning  of  Current  Month 

Domestic  Receipts  at  Retail  This  Month  to  Date 

Foreign  Receipts  at  Retail  This  Month  to  Date 

Transfers  at  Retail  This  Month  to  Date 

Combined  Marking  Set  Season  to  Date 

Combined  Marking  Actual  Season  to  Date 

Reductions  Set  This  Season  to  End  of  Current  Month 

Reductions  Actual  Taken  This  Season  to  Date 

Reductions  Actual  Last  Year  to  End  of  Current  Month 

Reductions  Actual  Taken  This  Month  to  Date 

Sales  Set  Adjusted  Current  Month 

Sales  Set  Current  Month 

Sales  Set  Next  Month 

Sales  Increase  Set  Current  Month 

Sales  Increase  Set  Next  Month 

Sales  Actual  Month  to  Date 

Sales  Increase  Actual  Month  to  Date 

Daily  Sales  Average  Required  Rest  of  Current  Month 

Estimated  Retail  Stock  To-day  (112    3  1  4)— (10  |  15) 

Retail  Stock  Set  End  of  Current  Month 

Retail  Stock  Set  Adjusted  End  of  Current  Month 

Retail  Stock  Set  End  of  Next  Month 

Outstanding  Orders  at  Cost  Current  Month  Domestic 

Outstanding  Orders  at  Cost  Current  Month  Foreign 

Remainder  of  Purchase  Allotment 

You  May  Place  Orders  at  Cost  for 

Outstanding  Orders  at  Cost  (Domestic)  Following  Month 

Outstanding  Orders  at  Cost  (Foreign)  Following  Month 

CURRENT  SEASON 
Retail  Stock  Set  End  of  Current  Month 
Retail  Stock  Set  End  of  Season  This  Year 
Sales  Increase  Budgeted  for  Entire  Season 
Sales  Increase  Actual  to  Beginning  of  Current  Month 
Sales  Entire  Season  to  Beginning  of  Current  Month 
Sales  per  Budget  from  End  of  Current  Month  for  Balance  of  Season 
Sales  Ust  Year  from  End  of  Current  Month  for  Balance  of  Season 
Outstandmg  Orders  at  Cost  Balance  of  This  Season 
Remainder  of  Purchase  Allotment 
Outstanding  Orders  at  Cost  Foreign  for  Entire  Season 
Outstandmg  Orders  at  Cost  Domestic  for  MAY 
Outstanding  Orders  at  Cost  Domestic  for  JUNE 
Outstanding  Orders  at  Cost  Domestic  for  JULY 
Outstanding  Orders  at  Cost  Domestic  for 
Outstanding  Orders  at  Cost  Domestic  for 

NEXT  SEASON  OUTSTANDING  ORDERS 
Foreign  for  Season 
Domestic  for 
Domestic  for 
Domestic  for 
Domestic  for 
Domestic  for 
Domestic  for 


Form  2 


78.0 
4.8 
0 
0 
31.0 
32.1 
2.9 
1.7 
3.1 
0.1 
23.5 
23.5 

1.7 

7.4 

MX 

1.0 
75.3 
80.0 
80.0 
80.0 
11.5 

0 

2.6 

10.4 
0 


80.0 
65.0 
13.2 

1.5 
57.0 
87.7 
81.1 
17.7 
33.0 

0 
10.4 

7.3 


APPROVED  O.R  REPORT 

WEEK   ENDING                      '<>»*  3 

CHANGES 

O.B. 

'  CSTIMATrn 

MONTNLT 

SALES 

)          STOCK    ENb   OP 

MONTH 

SEASON 
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of  $5,000  and  the  divisional  merchandise  manager  feels  that  an  additional 
appropriation  for  merchandise  purchases  is  Justified  "because  of  an  increase 
in  anticipated  sales  or  for  any  other  reason,  this  change  is  noted  on  the 
Approved  0.  B.  Report.  The  amount  allotted  to  the  "buyers  each  week  is  for 
the  orders  to  he  placed  that  week,  to  come  in  during  the  period  for  which 
it  is  allotted.  Any  unused  halance  is  automatically  cancelled  at  the  end 
of  the  week.  This  system  is  hased  on  the  principle  that  what  happened  is 
reflected  in  the  stock  or  outstanding  orders. 

Essential  Features  of  the  General  Plan 
From  the  description  of  the  operation  of  the  budget  plan,  insofar 
as  it  relates  to  the  merchandise  "budget,  given  in  previous  paragraphs,  it  is 
apparent  that  the  Abraham  and  Straus  method  of  operation  differs  materially 
in  at  least  one  respect  from  that  used  hy  many  stores.  The  fundamental 
thought  in  the  operation  of  this  plan  is  that  the  statistical  and  accounting 
departments  shall  do  nothing  automaticall^jr.  The  store  executives  in  this 
organization  view  the  accounting  and  statistical  departments  primarily  as 
service  departments,  having  as  their  chief  function  the  compiling  and  giving 
of  information  to  the  merchandise  managers  and  store  executives. 

It  sometimes  happens  that  in  a  particular  division  the  open-to-buy 
limit  may  already  have  been  exceeded  on  the  fifteenth  of  the  month.   Never- 
theless, if  the  divisional  merchandise  manager  in  charge  of  this  particular 
group  of  deparlanents  puts  through  an  Approved  0.  B.  Report  showing  a  still 
further  increase  of  open-to-buy  limits,  the  accounting  and  statistical  de- 
partments simply  record  this  fact  and  do  not  question  the  propriety  of  the 
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action.  The  thought  is  that  the  divieional  merchandise  manager  knows  from 
his  copy  of  the  bud^jet  and  his  copy  of  the  weeiay  report,  already  shown  as 
Form  2,   that  he  has  over  "bougjit,  and  that,  therefore,  presijmably  he  is  au- 
thorizing further  purchases  because  of  good  reasons  with  which  he,  rather 
than  the  acco^mting  or  the  statistical  department,  is  familiar.   It  is,  of 
course,  to  be  understood  that  the  store  executives,  including  the  general 
merchandise  manager,  the  treasurer  and  others,  receive  copies  of  each  of 
these  reports  and  if  these  officials  feel  that  the  Judgment  of  the  division- 
al merchandise  manager  is  open  to  question,  it  is  entirely  within  their 
province  to  take  the  matter  up  with  him. 

Expense  Budget 
On  the  twelfth  of  each  month,  each  non-selling  department  head 
submits  to  his  Division  Chief  a  budget  report  of  estimated  expenses  for  his 
department  for  the  following  month  (Form  k) .     This  form  contains  captions 
for  all  items  of  expense  no  matter  what  their  nature,  so  that  it  is  not 
anticipated  that  every  department  will  necessarily  have  a  figure  to  fill  in 
for  every  item  of  expense  shown  on  the  form.   The  experience  of  the  store 
has  indicated  that  the  chief  value  of  this  report  is  that  each  department 
head  is  forced  to  sit  down  and  decide  how  many  employees  he  will  need  in  his 
department  for  the  following  month.   In  this  way,  it  has  been  found  that  the 
department  head  will  think  twice  before  including  in  his  budget  salaries  for 
additional  employees  or  other  added  expense,  because  he  knows  that  he  will 
be  called  upon  to  Justify  these  increases  to  his  superiors. 
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Form  h 


Budget  Report 

To  "be  delivered  to  Division  Chief  not  later  than  the  15th  of  each  month 
From 


pept . 

NUMBER 
OF  PERSONS 


For  month  of 


AVERAGE 
PER  WEEK 


TOTAL 
WEEKLY  PAY 


192__ 

MONTH  »S 

TOTAL 


Regular  Employees 


Contingent  Employees 


Overtime 


Bonus 


TOTAL 


Advertising  (help) ,,. 

Fixture  Maintenance  (Repairs  to  Equipment) 

Supplies 

Stationery ,$ 

Printed  Forms 

Bags 

Boxes 

Paper 

Twine,  etc ' 


TOTAL. 


Transportation  (freight,  express,  carfare) 
Postage 


General  Expense  (items  not  otherwise  classified) 

Professional  Services  (legal.  Accounting,  Appraisal) 

Telephone 

Suppers 


Dept. 
Bept. 
Bept. 
Bept. 
Bept. 
Bept. 


Special  items  for  departments  indicated  "below  to  "be 
itemized  on  "back  of  this  report. 


C.  B.  Bonations 
C.  0.  Alterations  &  Repairs 
C.  R.  Automohile  Maintenance 
C.  G.  Heat,  Light  &  Power 
C.  B.  Personnel  Activities 
B.  B.  Store  Decorations 


Show  total  here, 


II 


tt 


If 


II 


n 


tt 


tf 


n 


It 


II 


II 


Department  Manager  should  fill  out  each  item 
shown  above.   If  no  expense,  for  any  item, 
write  "NONE". 


TOTAL. 


Signed. 


Bept.  Mgr. 
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Allocation  of  Expenses 
These  individual  "budget  reports  are  sunnnarized  on  a  monthly  ex- 
pense "budget  sheet  (Form  5)  •  There  are  separate  sheets  for  each  of  the 
four  divisions  of  merchandise,  control,  administration  and  putlicity,  A 
separate  "budget  sheet  is  not  made  for  each  merchandise  or  selling  department, 
These  are  "budgeted  in  total.  It  will  "be  noticed  that  p?«arision  is  made  on 
this  form  for  listing,  in  parallel  columns,  actual  and  "budget  expenses. 
Here  again,  however,  the  practice  of  this  store  is  somewhat  different  from 
that  of  others.   Instead  of  attempting  to  arrive  at  a  total  amount  of  direct 
and  indirect  expense  for  each  department  and  then  adding  the  expense  of  the 
non-selling  departments  to  the  selling  departments,  as  is  frequently  done, 
the  estimating  process  stops  when  the  expenses  of  each  department  have  heen 
"budgeted.  By  following  this  procedure  the  store  executives  feel  that  they 
are  a"ble  to  eliminate  a  good  deal  of  clerical  detail  in  the  accounting  work. 


BUDGET  PLAN  CF  A  WELL-KNCWN  SPECIALTY  STORE 
A  somewhat  different  method  of  hudgeting  which  has  also  "been  used 
for  a  numher  of  years  is  used  by  a  well-knovm  Fifth  Avenue  store.  The 
essential  features  of  its  plan  are: 


1.  A  plan  of  experience  sheet 

2.  A  sales,  expetose,  and  acwlce   result  statement 

3.  A  stock  and  neb  result  statement 

k,  A  request  for  revision  of  planned  figures 

The  year  is  divided  into  two  seasons  of  six  months  each.  At  the 
beginning  of  each  season  each  department  buyer  prepares  his  budget  on  a 
plan  and  experience  sheet.  Form  6,  front.   The  figures  for  the  previous 
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year's  activities  are  furnished  him  "by  the  statistical  division.  These 
individual  buyers'  hudgets  are  then  submitted  to  the  divisional  merchandise 
manager.  After  adjustments  are  made  the  departmental  plan  and  experience 
sheets  are  in  turn  submitted  to  the  merchandise  manager  and  the  .treasurer 

for  final  approval. 

* 
During  the  budget  period  a  running  record  of  outstanding  orders 

and  open-to-buy  is  kept  on  the  reverse  side  of  Fom  6,  as  shown.  It  will  be 
noted  that  provision  is  made  on  Form  6  for  showing  the  departmental  gross 
profit. 


Monthly  Summary  Statements 
At  the  end  of  each  month  the  accounting  and  statistical  departments 
prepare  two  forms  on  which  are  summarized  the  results  for  the  month,  and  on 
which  the  actual  figures  are  compared  with  the  estimates.  Form  7  is  a 
summary  of  sales,  expense  and  service  results.   This  is  prepared  by  each 
department  and  is  used  to  give  information  to  the  store  manager  and  his 
assistants  in  regard  to  service  expense  in  contrast  with  total  sales  and 
profits.  Form  8,  Stock  and  Net  Result  Statements,  is  drawn  up  along  lines 
similar  to  Form  7,   but  in  this  case  the  information  is  prepared  from  the 
standpoint  of  merchandise  and  merchandise  control. 

If  in  a  department  either  a  buyer  or  a  service  manager  needs  to 
revise  his  planned  figures  during  the  budget  period,  the  request  for  such 
revision  must  be  made  on  Form  9.   No  buyer  or  service  department  manager  is 
permitted  to  change  his  planned  figures  without  first  having  the  change  ap- 
proved by  his  superior  on  Form  9. 
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CONCLUSIONS 


A  careful  comparison  of  the  two  l)udget  plans  described  in  this 
report  reveals  the  fact  that  two  quite  different  methods  of  procedure  are 
used.  In  the  first  case,  for  exsusple,   approximate  rather  than  actual 
figures  are  used  and  expenses  are  not  pro-rated  to  the  various  departments. 
In  the  second  case  actual  figures  are  compiled  and  every  effort  is  made  to 
determine  as  accurately  as  possible  the  exact  expense  of  operation  for  sell- 
ing as  well  as  for  non-selling  departments  in  the  store.  The  first  plan  is 
that  of  a  large  department  store;  the  second  is  that  of  what  is  essentially 
a  group  of  specialty  shops.  Each  plan  has  its  merits  and  uses.  Both  plans 
are  based  on  the  fundamental  principle  of  any  budget  system,  namely,  that 
foresight  is  better  than  hindsight,  and  that  any  work,  expense  and  trouble 
which  is  necessary  in  order  to  secure  estimates  of  future  activities  are 
more  than  offset  by  the  results  obtained. 
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Other  Metropolitan  publications  which  may  be  of 
interest  to  readers  of  this  report  include  the  following: 


ACCOUNTS  PAYABLE  LEDGER  VS.  THE  VOUCHER  SYSTEM 

FOR  RETAILERS 
COLLECTION  LETTERS  USED  BY  RETAILERS 
COMPENSATION  PLANS  FOR  RETAIL  STCRE  PERSONNEL 
COST  OF  OPERATINa  A  PRIVATE  BUSINESS  GARAGE 
FINANCIAL  STATEMENTS  IN  ANNUAL  REPORTS  TO  STXK- 

HOLDERS  OF  INDUSIRIAL  AND  MERCANTILE  COMPANIES 
THE  FINANCING  OF  DEPARTMENT  STORE  INSTALMENT  SALES 
HOW  kS   STORE  OWNERS  MAKE  FRIENDS 
METHODS  OF  TAKING  PHYSICAL  INVENTORY  IN  DEPARTMENT 

AND  SPECIALTY  STORES 
METHODS  USED  BY  RETAILERS  TO  MEASURE  ADVERTISING 

RESULTS 
REDUCING  MERCHANDISE  RETURNS  IN  RETAIL  STORES 
RETAILING  WCMIN'S  APPAREL  THROUGH  STYLE  OR  FASHION 

SHOWS 

SUGGESTIVE  SELLING  IDEAS  USED  BY  DEPARTMENT  STORES 

Copies  may  he  obtained  on  request  from  Policyholders  Service 
Bureau,  Metropolitan  Life  Insurance  Company,  One  Madison 
Avenue,  New  York  City. 
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A  SERVICE  TO  BIBINESS  IN  THE  INTEREST 
OF  27,000,000  PEOPLE 

p.n  u  ■■."'^^o^^  °°®  °^  "^"y  publications  Issued  by  the 
Policyholders  Service  Bureau  In  the  interest  of  better 
management  in  business.  The  Metropolitan  has  good  reason 
fwa    ^!??  to  contribute  to  Improved  management  prac 

bei^'orit«^L?r\%f '■^°*  ''^^^"«  "'^  ^^^  «°°"'*1°  "«11- 
belng  of  its  policyholders.  More  than  one  person  in  everv 

per  fllv'  «T'"''mT^*'°'^  "  ^  -^--«'  °f  about  on7 
per  family  -  is  a  Metropolitan  policyholder.  An  even 

>,«i^    .  Because  the  economic  "health"  of  these  pollcy- 
JeJnfof  .'^^^*'^  ^^'"^"-^  ^"^  inseparably  to  the  welL 
Poilfvhold^'^r  T  i""^^^^.   the  Con5>any  maintains  the 
i^oiicyholders  Service  Bureau  to  conduct  a  prosram  of  eco- 

oflLc'ilM^t"  T  ^r'°^^^-  "^^  ^"^-'^  ot^f^rmaL  up 
bL?^!=      .  °  *^^   ^^^"'^  ^^elds  of  management  -  in 
fl^^r  organization;  office  management;  accounting  and 
finance;  marketing,  distribution,  advertising  and  sales 
management;  in  production  and  personnel  mZi^nt  in 

Sid^  tj:^it  ^^^^^^^^  '"^  ^^-*^^^'  ^-^^'^  ^^ 

~tlor,«  .Z''*^'"  *^^  'direction  of  these  specialists,   investi- 

res^tf  ^f  +r     ^^  ^^^'^  conducted  continuously.     The 

Le^ubllLedTom'Tr^f  \T  """^^  ^"  °^  ^^^^^^  Interest 
hH^rt^»^  ^     ?       ^^  *°  *^^-     A  complete  list  of  several 

tStior?«     ?  ''^^"^  }^^  Bureau  and  available  forlis- 

o'  the  ?^/    ^^      V  ^°  *^^    ^""^^^  °^  Economic  Reports".     Copies 
o.  the  Index  may  be  secured  on  request.     Address: 

Policyholders  Service  Bureau 
METROPOLITAN  LIFE  INSURANCE  COMPANY 
One  Madison  Avenue 
New  York:,   N.   Y. 
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BUDGETING  FOE  HOTELS 


NOTE  •  •  •  •  This  report  was  prepared  to  emswer 
specific  questions  presented  bj  a  Group  insur- 
ance policyholder  of  the  Metropolitan,  It  was 
coinpiled  with  special  reference  to  the  situa- 
tion confronting  the  organization  for  which  the 
work  was  done,  and  is  not  intended  as  an  all- 
inclusive  discussion  of  the  subject.  The  report 
has  been  made  available  for  general  distribution 
because  it  is  believed  that  much  of  its  contents 
will  be  of  interest  to  executives  confronted 
with  similar  problems.  In  its  present  form,  ref- 
erences or  material  of  exclusive  interest  to  the 
company  for  y/hich  it  was  prepared,  have  been  re- 
moved. 


\\ 


If'* 


Prepared  by 
Policyholders  Service  Bureau 
Metropolitfiui  Life  Insurance  Company 
New  York  City 
1927 
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BUDGETING  FOR  HOTELS 


The  purpose  of  this  stud^'  is  to  outline  the  "basis  on 
which  a  hotel  budget  system  is  built  and  to  show  by  specific 
examples  applications  of  plans  of  budgetary  control  which  have 
proved  successful  in  progressive  hotels, 

« 

The  contents  of  the  report  fall  into  three  main  parts 

!•  Methods  by  which  income  from  room  rentals,  from 
food  sales,  and  from  all  other  sources  of  income, 
may  be  estimated. 

2.  Methods  of  estimating  the  expenses  which  will 
necessarily  be  incurred  in  securing  this  income. 

3.  Methods  of  compiling  comparative  suminai'ies  of 
estimated  income  and  expense  for  the  purpose 
of  determining  departmental  profit  and  loss, 
as  well  as  the  total  profit  and  loss. 
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Mr.  J,  G.  7/ildei'.  Genural  Auditor  of  the  Fairmont  and  ^Yhitconib 
Hotels,  San  Francisco,  California,  surinai'izes  the  value  of  a  hotel  budget  as 
follows : 


It  has  "been  the  general  contention  that  the  Hotel  Industry 
is  peculiarity-  unadapted  to  a  budget  system,  due  I  presume, 
to  the  rather  old  fashioned  idea  that  expenditures  are  so 
irregular  as  to  preclude  the  possibility  of  a  practical 
working  budget  plan.  Despite  intrinsic  difficulties,  I 
have  devised  a  monthly  budget  system  of  a  practical  nature, 
designed  to  - 

1.  Foster  economy-,  consistent  v;lth  standards. 

2.  Create  interest  in  cost  factors 

3.  Invite  competition  on  per  cont^  saving  basis. 

k.   Improve  morale^  by  ellninatln(5  haphazard  methods. 
Set  up  a  definite  goal  for  each  department. 


Room  Sales  Budget 

There  are  few  other  industries  where  the  commodity  offered  for  sale 
is  of  such  a  perishable  nature  as  is  the  case  in  the  hotel  business.   In 
general  merchandising  an  article  not  sold  today  can  probably  be  sold  to- 
morrow or  the  next  day.   The  hoteX  of  a  thousand  rooms  has  a  thousand  rooms 
to  be  sold  each  day.  If  today's  use  Is  not  sold,  it  is  gone  forever,  an 
absolute  loss  so  far  as  sales  ai*e  concerned. 

« 

The  budget  of  room  3ales  establishes  a  goal  of  room  revenue  for  each 
month  and  each  day  in  the  year  based  upon  past  performances  and  present  busi- 
ness conditions.  For  example,  every  employee  in  a  hotel  directly  connected 
with  the  celling  of  rooms  should  have  before  him  a  simple  budget  such  as  the 
following: 

FORM  1. 
Blank  Hotel 


DAT 


T,-' 


Room  Sales  Budget 


June  1 
2 


20_L 


Daily  Rooms  Available  ; pally  Rooms  Sold 


Budget  ;  Actual 

I  I  •m—^^^m  .  >ii  III, 


I    • 

« 


Budget 


\ 
\ 


Actual 


Increase  or  decrease  in 
Rooms  sold  over  Budget 


For  the 
Day 


Month  to: Year  to 
Date   :  Date 
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Managers  and  assistant  maneigers  can  aid  in  the  selling  of  rooms 
by  securing  conventions,  by  properly  handling  correspondence  in  reference 
to  reservations  and  inquiries,  by  Judicious  advertising,  etc.  These  *-♦- 
executives  should,  therefore,  be  similarly  provided  with  a  Room  Sales 
Budget.  When  they  see  room  sales  lagging,  it  is  their  business  to  inves^ 
tigate.  Are  there  less  conventions  than  planned  for?  Are  salesmen  going 
elsewhere?  Is  the  new  room  clerk  turning  business  away?  Such  is  the 
nature  of  the  self -analysis  developed  by  the  Room  Sales  Budget, 

Form  2,  is  an  example  of  what  may  be  done  in  the  way  of  trans- 
lating anticipated  income  from  rooms  into  specific  budget  form.  Form  3 
may  be  used  to  show  not  only  net  room  revenue  from  it,  but  also  available 
information  in  the  way  of  number  of  rooms  available,  number  of  rooms 
occupied,  percentage  of  occupancy,  etc.  may  be  secured* 

F0RP5  2 


Budget  of  Income  From  Rooms 


Month 


:  : Increase  or 
s  J  :Dec.  Actual 
:Budget:  Actual  :over  Budget 


Year  to  Date 


:      : Increase  or 
:      : Decrease 
Budget: Actual: Actual  over 
;      ;Budget 


REVENUE 


Guest  Rooms 
Public  Rooms 

Total 
Less  Allowances 
New  Room 
Revenue 


: 


REVENUE  -  In  this  schedule  Revenue  is  divided  between  Guests  and  Public 
Rooms.  Revenue  from  Guests  will  consist  of  revenue  received 
for  all  rooms  which  eore   considered  as  "living  rooms"  whether 
rented  for  that  purpose  or  not,  but  exception  is  made  when 
rooms  are  rented  for  purposes  other  than  living  rooms  for 
longer  than  one  month,  in  which  case  rentals  for  such  shall 
be  added  to  Public  Room  revenue.  Public  Room  revenue  will 
consist  of  revenue  for  use  of  rooms  in  the  hotel,  such  as 
Ball  Rooms,  Dining,  Reception  and  Living  Rooms,  rented  for 
purposes  other  than  living  rooms  for  a  period  of  more  than 
one  month,  but  it  will  not  include  revenue  received  from 
rent  of  offices  or  stores. 
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FORM 3 


Analysis  of  Room  Sales  Income 


Month 


Year  to  Date 


; 


REVENUE 


t  : Increase  or: 

;      5      :  Decrease  : 
;Budget! Actual;  over  Budget  ;BucU;;et 


: Increase  or 
:  Decrease 
Actual; over  Budget 


USE  OF  ROOMS 
Total  Revenue 
Less  Allowances 

NET  REVENUE 


: 


t 


STATISTICS: 


REVENUE  - 


ROOMS  AVAILABLE  - 


Rooms  Available 
Rooms  Occupied 
Percentage  of  Occupancy 
Average  Receipt  per  Room 
Number  of  Guests 
Average  Receipt  per  Guest 

Under  thle  heading  will  be  placed  revenue  received 
from  each  floor,  which,  when  added  to  total,  will 
signify  revenue  received  for  temporary  use  of  rooms, 
From  the  resultemt  total  the  allowsuice  will  be  de- 
ducted and  the  remainder  or  balance  will  be  the  net 
gross  revenue  applicable  to  guests. 

should  Include  all  rooms  that  are  not  used  by  em- 
ployees or  rented  for  purposes  other  than  living, 
for  a  period  exceeding  one  month  or  more.  Rooms 
rented  for  offices  are  excluded.   "Rooms  out  of 
order"  should  be  considered  available. 


Reataursuit  Sales  Budget 

Quality  of  food,  quality  of  service,  salesmanship  of  waiters 
in  the  restaurant  and  counter  girls  in  the  cafeteria,  the  resourceful- 
ness of  the  banquet  manager,  all  reflect  themselves  in  the  successful 
or  unprofitable  nature  of  the  restaurant  operation. 

Larger  restaurants  and  cafeterias  have  profitably  used  a  daily 
analysis  of  sales  and  costs  which  gives  the  gross  profit  derived  from  each 
of  the  individual  groups  of  commodities.  One  restaurant  ma^  find  its 
roast  beef  producing  100  per  o^nt,  gross  profit  on  cost,  while  another 
restaurant  of  approximately  the  same  size  and  class  may  find  that  its 
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roast  "beef  produces  only  50  per  cent,  gross  profit  on  cost. 

Form  U  is  a  form  which  may  be  used  for  estimated  and  actual 
income  from  restaurant  sales.  It  should  be  noticed  that  provision  is 
made  for  comparing  the  actual  figures  with  the  budgeted  etmounts. 

FOmi  h 


Budget  of  Restaurant  Income 


Coiaparative  Departmental  Statement  of  Operations 


Month 


REVENUE 


Budget 


: Increase  or 
:  Decrease 
Actual; Over  Budget 


Year  to  Date 


:      : Increase  or 
:      :  Decrease 
Bud.qet;Actual;Over  Budget 


Restaurant 
Grill  Room 
Banquets 
Dinner  Dances 
TOTAL  REVENUE: 

COST  OF  FOOD  (incl. 
Employees'  meals 
other  than  1st 
Officers) 
Gross  Profit 

Miscellaneous 
Revenue 
Sale  of  Refuse 
Miscellaneous  Re- 
ceipts 

Extra  Couvert 
Charges 
Total  Gross  Profit 


t 
t 
t 


t 
I 
: 
t 


: 


t 
: 
: 
; 
: 
: 


s 
t 
: 
: 


REVENUE  from  food  sales  will  be  analyzed  as  shown  in  the  form,  according 
to  the  place  where  the  food  is  sold.  In  addition,  income  from  bemquets 
given  in  private  dining  rooms,  and  income  from  fcTed  served  in  guest  rooms 
will  be  shown  separately,  REVENUE  shall  not  include  couvert  charges,  how- 
ever, which  are  considered  "extra"  and  will  be  shown  under  a  separate 
heading, 

COUVERT  CHARGES  -  This  item  under  Revenue  should  be  the  couvert  charge 
made,  less  the  standard  charge  of  10^  for  bread  and  butter.  If  25^  is 
charged  as  a  couvert  charge,  15^  of  this  should  be  couvert  charges  and 
10^  of  it  should  be  carried  under  Revenue  from  Food, 

By  keeping  up  these  records  currently  the  restaurant  is  able  to  detect 
almost  immediately  when  the  gross  profit  on  any  particular  commodity 
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starts  to  decline. 


Other  Departmental  Sales  Budgets 


Besides  the  principal  sources  of  revenue,  rooms  and  restaurants, 
most  hotels  have  various  minor  revenue  producing  departments  such  as  tele- 
phone, valet,  laundry,  etc.,  for  which  sales  "budgets  similar  to  those  for 
rooms  can  be  devised.  All  of  these  budgets  may  finally  be  summarized  in 
a  master  sales  budget  for  which  the  follo;7ing  is  a  suggested  form: 

Blank  Hotel 


Summary  Sales  Budget 


Rooms 


Restaurant 


:Valet 
Laundry;  etc. 


Total 


Date 


Daily  : Daily 
Budget; Sales 


June  1 
2 

3 
k 

20 


Increase  or  Decrease 
In  Sales  over  Budget 


Date 


Month 
to  Date 


Year 
to  Date 


: 
: 


Same  Arrangement  as  "Rooms" 


Expense  Budgets 

The  practice  of  l)udgeting  the  various  classes  of  hotel  expense 
has  existed  longer  ajid  is  more  frequently  found  to  be  in  effect  than  the 
budgeting  of  income  Just  discussed.  While  the  primary  purpose  of  esti- 
mating expenses  in  relation  to  income  is  to  arrive  at  the  total  profit 
or  loss  on  all  operations,  there  is  an  increasing  realization  on  the  part 
of  hotel  managers  that  an  analysis  of  expenses  and  profit  and  loss  by  de- 
partments is  most  helpful. 

Room  Expenses 


Forms  6  sind  7  are  samples  of  forms  in  actual  use  for  budgeting 
room  expenses. 

Form  8  illustrates  a  simple  method  of  making  a  comparative 
analysis  of  rooms  department  payrolls. 


i 
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FORM  6 


Budget  fig'ires  deteiTnined  "by  Manager.  Work  on 
Theory  of  making  a  saving  ever  three  years  pre- 
vious average  actual  cost 


BUDGET  HEPOST       Department  Booms_ 
1  Month  6  Months 
Monthly  Increase  or 
L^oCi  oase 


Monthly 

Incx-case 
or 

Items 

Budf^«t 

Actual 

Decrease 

To  Date 
18.60 

Remarks 

Powder  and  Soap 

125.00 

12? , 60 

■      2.40 

Stationery 

120.00 

i^iao 

6.10  X 

76.I1O 

Toilet  Paper 

ii.0.00 

33.28 

6.72 

21.61+ 

Cleaning  Prapes 

1+0.00 

iie^.OO 

8.00  X 

7.25 

Matches 

5.00 

5  c  16 

.16  X 

2,60 

Bruahes 

8.00 

2.80 

5.20 

II1.82 

f 

Jjinen  Used 

850 . 00 

1+6?  V  20 

382.80 

132 .  60 

Se- 

3  last  Mo. 

Labor 

3 

,500,00 

5 

,521.60 

21.60  X 

71+.20 

Misc.   Issues 

IDC.CX) 

170 , 55 

70.55  X 

11+9.95 

Repairs  to  Furn. 

1 

J_OC.,00 

681/70 

3:1500 

37/'35x 

Heavy.  Chg.  in 

^ 

:7O..00 

5,:8'>-99 

606, 01 

510, Six 

in 

Feb, 

X  Indicates  over 

_B 

Li:Vx''':  Hemn 

.inj 

ier  of  Fi 

^irrer?   'jnder 

Budc^et 

ANALYSIS  OF  MSCEL. 

Laundry  Bags   39-20 

Blanket  Binding62.1+8 

Waste  Baskets  1+7.1+5  Unusual  items  not  occurring  every  month 

Other  minor 

Misc.   21.1+2 

Total  170.55 


=4 
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Form  7 


Budj^et  of  Boom  Expense 

Month Year  to  Date 


: 

Departmental  Expenses ;Budget 
DEPARTMENTAL  EXPENSES  : 

Wages  t 

Uniforms 

Gratis  Items         : 

Printing  &  Stationery 

Cleaning 

Cleaning-Blankets 

Cleaning  Carpets  and 

Rugs 

Cleaning  Curtains 
and  Draperies 

Laundry  . 

Detective  and  Fire- 
men's Service 

.Lost  and  Deimaged 
Articles  : 

Rooms  Expense 

Put lie  Rooms  Expense  : 

Telautograph 

Plants  emd  Decorations: 

China  and  Glassware 
Expense  : 

Linen  Expense 

Miscellaneous        : 


: Increase  or: 
:Dec.  Actual: 


Actual: Over  Budget; Budget; Actual 


: Increase  or 
Dec.  Actual 
over  Bud;:;et 


: 
: 


t 
t 


t 
t 
i 
t 


• 


Total  Expenses 


The  classification  of  expense  comprises  the  following: 

UJJIFORMSi-  Tailored  uniforms,  maids  aprons,  service  uhiformfl, 
gloves,  maids  caps,  repairs  to  uniforms 

0R4TIS  ITEMS:-  Lead  pencils,  matches,  paper  and  envelopes, 
papers  and  magazines,  pens  and  inks,  shaving  rags,  shoe  rags, 
vaeh  rags,  toilet  paper,  soaps,  etc. 

PRINTING  AND  STATIONERY:-  Bulletins,  signs,  floor  plans, 
office  supplies,  time  table  distribution, 

CLEANING  -  MATERIALS  -  Brooms,  brushes,  mops,  soaps,  etc. 
Elimination,  fumigation,  statuary  cleaning,  wall  and  lobby 
cleaning,  window  cleaning. 


ROOMS  EXPENSE  -  Floor  clerks  expense,  front  office  expense, 
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housekeepers  expense,  lost  and  dainaged  department  expense 
lines  room  expense,  women's  floor  exijonee,  rent  of  sleep-' 
in^  quar-oers,  combs,  hair  bruolies  and  night  clothes. 

PIBLIC^TROOM-  EXFENCE  -  Entertainment  Lepartuen^.  exD.rse, 
mechai..icax  d'^pa.vtment  charges,  sto^e  settihgs,  spot  lir^t 
rentaxs,  concert  license,  miscellaneous. 

TEIAUTOGWH  EXPENSE  -  Eental  of  equipment  and  supplies. 

MISCEUANEOUS  -  Fire  alaa^i  service,  freight  and  express, 
marine  service,  telegrams,  petty  cash,  laiscellaneous. 

Salaries  and  Wages 
Comparative  Analysis  of  Payrolls 
For  the  Month  of 


Ail^.i^."'/^m'  Ma.nepers : 

Clerks 

Night  Manager  and  Clerics 
TOTAL  ^^Om-   OFFICE: 

Hoys:rKR_5^E^: 

Housekeeper  and  Assistants 
Clerks 

ChamherLiaids 
Bathmaids 

Bed  Room  Floor  Housemen 
Cleaners 
TOTAL  HOUSEKEEPEEs       : 


rNuiaber  of 

:E-TiJ_oje3s 

;Badfie"o;Actua 


Form  8 


SERVICE  -  GSNKRA3;« 
Elevator  Stai*t6f^; 
Elevator  Oprs . -Passenger 

-Service 
Lobby  Floor  Housemen  & 

Street  Cleaners 
Lobby  Floor  and  Telephone 

Maids 
I^oormen  and  Footmen 
TOTAL   SERVICE  -  GEIJKR.-J. 


Amount 


Budget 


rAverage  per  rAverage 
_Gi;,e£t_r;a.y ;  Per  Room 


AGtual;Bud^at:AcbuaJ_iTJTi.i£^t 


• 


: 
% 


Actual 


s 


I 
I 


IF 
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Salaries  and  Wages 
Compai^atlve  Analysis  of  Payrolls 

For  the  Month  of  Form  8  (Continued) 


:  Number  of 

z   Employees 


Amount 


SERVICE  -  GUESTS: 
Superintendent  and 
Assistants 
Bell  Boys  and  Pages 
Pfiu^cel  Room  Employees 
Floor  Clerks 
Page  Girls 
Tube  Clerks 
TOTAL  SERVICE  -  GUESTS 

HOUSE  OFFICERS! 
House  Officers 
Watchmen 

TOTAL  HOUSE  OFFICERS 

ENTERTAINMENT  DKPJJrmvWT 

Entertainment  Manager 

Clerks 

Captain 

Page  girls 

Parlormaids 

Housekeeper 

Housemen 

Polishers 

TOTAL  ENTERTAINIvENT 
DEPARTMENT: 

Less:  Charged  Bajiquet 
Department 

NET  ENTERTAINMENT 
DEPARUIENT: 

TOTAL  ROOM  DEPARTHIS^IT 


;Bud^et;Actual!Budf;et;Actual:Budf^et 
J     t      S      :      : 


i Average  Per  : Average 
:  Guest  Day  ::Ber  Room 


• 


I 
I 


; 


s 


t 


I 


Actual: Budget: Actual 


« 


I 
: 


* 


t 
t 


: 


I 
: 
: 
t 


X 


FRONT  OFFICE  CLERKS;  To  include  Room,  Back,  Information,  Key  Mail,  Record, 
File  8b  Relief  Clerks,  Elliott  Fisher  Rack,  Slip  Operator  and  stenogra- 
phers, but  not  to  include  tube  clerks,  also  include  information  operator. 

NIGHT  MAIfAGER  AND  CLERKSi  To  include  all  clerical  employees  with  exception 
of  Night  Auditors,  charge  under  Front  Office  Bookkeeping, 

CLEANERS:  To  include  general  cleaners,  polishers  and  furniture  cleaners, 
wall  washers  and  paint -cleaners,  vacuum  ai^d  elevator  cleaners.  (Window 
cleaners  should  be  distributed  to  cleaning  materials.  See  payroll 
"Cleaning")  ^ 
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EL5VAT0P  OPEEATOBg:  Service:  Under  the  heading  of  service 
elevator  operatoi's,  are  included  all  service  elevator 
operators  without  respect  to  the  location  of  elevator. 

SUPERINTENDENT  &  ASSISTANTS;  Includes  Bell  Captains 

HQUSgitEN  should  be  segregated  under  the  headings  of  Bed  Room 
Floor  Housemen,  Lobby  Floor  Housemen,  Entertainment  Department. 

BANG^JET  DKPAPTMENT  should  be  charged  with  a  proportion  of  the 
Entertainment  Department  and  the  amount  charged  thereto 
deducted  direct. 

Restaurant  Expense  Budget 

In  the  same  way  that  expenses  chargeable  to  the  operation  of  the 
rooms  department  may  be  budgeted  and  analyzed,  the  expenses  of  operating 
the  restaurant  should  be  summarized  on  one  budget  form* 


•>!• 


Form  9  illustrates 

a  budget 

of 

restaurant  expense. 

Form  9 

-^- 3ud«et 

of  Restaurant  ExDense 

:        Month 

:      Year  to  Date 

S 

Increase 

:      f      :  Increase  or 

: 

I      :or  Decrease 

:      :      :   Decrease 

:B 

udge t : Ac  t ual ; Over 

Budget 

: Budget: Actual:  Over  Budget 

DEPARTMENTAL  EXPENSES 

:     : 

:     1     ; 

Commission  on  Purchases 

:     :     ; 

Wages 

•     •     • 

Uniforms                t 

>     •     • 

•     •     • 

Gratis  Items            i 

;     :     I 

First  Officers  Meals 

:      I             I 

Laundry 

:      :      s 

Music                   1 

s     :     : 

Kitchen  Expense          j 

;     :     : 

Kitchen  Fuel             j 

:     : 

Menus                   s 

J 

t     t     : 

Printing  &  Stationery     : 

:     s 

Cleaning                \ 

:     s 

Banquet  Dept,  Expense     : 

t            I 

Plants-  &  Decorations     : 

X              I 

MiscellsLneous  Expense     ; 

•  • 

•  • 

Lost  and  Damaged  Articles  i 

:     : 

Linen  Expense           : 

J 

China  &  Glass  Expense     : 

Silver  Expense           : 

Total  Expense          « 

i^-^ 


•:    f 


:^(;;•' 
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UNIFORMS  contain  cooks*  aprons,  caps,  coats,  bus  boys* 
uniforms,  waiters*  uniforms. 

GRATIS  ITEMS  includes  souvenirs,  candy,  given  to  guests 
in  the  restaurant,  newspapers  and  all  holiday  souvenirs. 

EMPLOYEES*  MEALS:  As  the  cost  of  food  in  all  units  includes 
employees*  meals  other  than  first  officers,  any  cost  of 
feeding  employees  outside  of  the  individual  unit  should  be 
added  to  this  amount.  Employees'  meals  should  be  deducted 
from  the  revenue  before  it  appears  on  the  statement. 

OFFICOTS'  MEALS:  These  are  included  in  the  expense  and  are 
at  !)p  per  cent,  of  menu  prices.  The  amount  charged  under 
this  heading  is  arbitrary  because  of  difficulty  of  arriving 
at  costs.  Corresponding  credit  of  amount  charged  will  be 
placed  against  cost  of  food. 

KITCHEN  EXPENSE  will  include  beverages  to  kitchen,  food  in- 
spection, gas  range  rental,   food  accountants  fees,  sawdust, 
alcohol,  trucking  cartage  and  motor  truck  expense,  cost  of 
cooks  and  stewards  meeting,  repairs  to  utensils  such  as  re- 
tinning  emd  relining,  etc.,  also  removal  of  kitchen  equip- 
ment. Usual  expense  supplies  will  be  included  in  kitchen 
expense,  also  ice^  telautograph  expense,  doilies,  paper  and 
twine  emd  detective  service. 

KITCHEN  FUEL  will  contain  kitchen  coal,  gas  and  charcoal. 

CLEANING  will  contain  cleaning  material,  mops,  brooms,  brushes, 
window  cleajiing,  soap,  brass  polish,  sanitary  supplies  and 
cleaning  carpets  and  rugs. 

General  Expensee 

In  addition  to  budgeting  the  estimated  expenses  directly  applicable 
to  the  operation  of  the  rooms  department  and  the  restaurant,  it  is  most  de- 
sirable that  budgets  covering  the  general  operating  expenses  be  prepared. 
This  is  true,  not  only  because  estimates  covering  all  sources  of  income  and 
all  items  of  expense  necessarily  are  included  in  any  complete  plan  of 
budgetary  control  but  also,  and  a  more  important  reason,  because  the  amount 
and  nature  of  general  expenses  as  a  class  are  frequently  given  too  little 
consideration,  with  the  result  that  at  the  end  of  a  month  or  year,  it  is 
discovered  that  they  have  increased  to  unexpected  proportions,  with  a  re- 
sulting unanticipated  decrease  in  net  profits. 

Forms  10  to  16,  which  follow,  show  how  these  various  general  ex- 
penses may  be  budgeted  and  controlled^  The  forms  shown  are: 


Form 


10 
11 


Budget  of  Advertising  Expense 

"  Heat,  Light,  Power  &  Refrigeration  Expense 


It 
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Form  12  Budget  of  Engine  Room  &  Maintenance  Expense 
15     "    "  General  and  Unapportioned  Expense 


Owing  to  the  fact  that  it  Is  lmpogsll)le  for  the  accountant 
to  procure  all  the  bills  for  advertisiiig  iiic;ir-rod  ^luvljg 
the  month,  the  schedule  below  will  show  the  a(;tuai  bills 
received,  together  with  the  expense  incurred. 


Form  10 


ADVERTISING 


Month 


Year  "^o  Date 


!  t  : Increase  De-: 
•  •  : crease  Over  : 
iBud^et;  Actual  :Bud^et ;Bud^et 


:inr-re3.3<^   De- 
:cr^a,se  Over 
Actual  ;].)uid^7<£fc 


t 


It 

Insertions  in  Newspapers      : 

Insertions  in  Magazines 
Insertions  in  Theatre  Programs: 
Insertions  in  Other  Pub- 
lications : 
Trade  Advertising 
Wages                    • 
Soliciting  Department  Expenses 

MISCELLANEOUS  EXPENSES: 


Printing  &  Stationery 

Postage 

Circulars 

Subscriptions 


: 


t 
t 


Total  Advert is! 


{ 
t 


t 
t 


ng. 


t 
t 
: 

8 


Heat,  Light,  Power,  and  Refrigeration 

The  cost  of  heat,  light,  power,  and  refrigeration  is  an  overhead 
expense  of  hotel  operation  which,  while  it  is  not  practical  to  pro-rate  It 
to  each  room  or  each  department  of  the  hotel,  should,  nevertheless  be 
accurately  figured.  It  will  be  noticed  in  the  form  below  that  certain  of 
the  products  of  this  department  such  as  steam,  electric  current,  etc.  may 
be  sold  to  concerns  which  permanently  occupy  floor  space,  such  as  a  drug 
store  on  the  street  floor.  The  heat,  light,  pov/er,  and  refrigeration 
budget  may,  therefore,  be  an  income  as  well  as  an  expense  budget. 
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Form  11 


•»t«V*  >(•  ./»  .^J., 


: 

:                 HEAT,   LIGHT,  POWER,   &  REFRIGERATION 

:                  Month                        :                 Year  to  Date 

:              :              : Increase  or  :              :              : Increase  or 

:              :              :     Decrease     :              :              :  Decrease 

:Budt<^ot: Actual: over  Budget  :BudKet:Actual:over  Budget 

depaje^™ental  expen.ses 

:             :             :                        :            :             : 

Wages 

:             :            :                       :            s            : 

Coal 

Water 

:            :            s                       :            :            : 

Removal  of  Ashes 

- 

Emergency  Breakdown 

•  •            •                       •            •            • 

•  •            •                       •            •            • 

Maintenance  Material 

Miscellaneous  Expenses 

III                       lit 

(incl.  Freight  &  Express) 

Total  Expenses 

:            t            :                       :            :            : 

REVENUE: 

:            :            s                       :            :            : 

Sale  of  Steam 

/ 

Sale  of  Electric  Current 

:            :            :                      :            :            t 

Sale  of  Labor 

Miscellaneous  Sales 

:            s            :                      :            :            : 

Total  Revenue 

Departmental  Cost 

•           .?  ,        .  *   ,               .    •.     ,       » •-,.       ,     .  . 

ii'^-y 


STATISTICS: 
Coal  Cons unction- In  tons 
Average  price  per  ton 
Incinerator  coal- in  tons 
Water  consumption  -  cu.ft. 
Gas  consumption  -  cu.ft. 
Cans  of  ice  harvested 
Tons  of  refrigeration 
Kllowat  hours  produced 
Kilowat  hours  purchased 
Cans  of  ashes 
Loads  of  Rubbish 

pounds  of  Waste  Paper 
Passenger  Car  Miles 
Service  Car  Miles 
Electric  Car  Miles 
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MA-INTEaiANCE  MATERIAL  -  Maintaining  Plant  -  Includes  the 
expense  of  packing,  waste,  boiler  compound,  ammonia, 
oil,  grease,  lubricants,  cleaning  supplies,  refrigerat- 
ing supplies,  etc. 


GENERAL  MECHANICAL  SUPPLIES  -  All  maintenance  other  than 
Plant  includes  all  items  of  hardware,  small  tools,  ele- 
vator supplies,  plunibing  euid  heating  supplies,  electric- 
al supplies,  lamps,  etc. 

HEAT,  LIGHT  &  POWER  EXPENSES  -  Contains  elevator  license. 

COST  OF  SUNDRY  SALES  -  Deducted  from  Miscellaneous  Sales 
and  cai-ried  in  the  REVENUE  NET. 

SALE  OF  ICE  -  Shown  under  Revenue. 


Form  12 


Items 


DEPT.  ENGINE  ROOM  &  MAINTENANCE 
BUDGET  REPORT  MONTH  OF  April.  1924 


Monthly 
Budget 


Fuel  Used 
Oils  &  Grease 
Soap  and  Powder 
* phone  Calls 
Misc.  Supplies 
Labor 

Repairs  to  E<3U^p:  — 
Engine  Room 
Elevators 
K  Laundry 

1  Electrical  (x) 
Ice  Plant  # 
Kitchen  (Not  In- 
cl.  Utensils) 
'  Rep.  to  Bldg. 
Carpenter ' s 

Supplies 
Painters 
"Supplies . 


1,600.00 
30.00 

6.00 

5.00 

22.00 
1,700.00 


3-55. 

85. 

50. 
360. 

85. 

35. 
1+00, 


00 
00 
00 
00 
00 

00 
00 


175.00 

17^.00 


Total 


ii.883.00 


Actual 


1,505-75 

32.55 
1.64 

7.45 

18.93 
1,721.40 


244.60 

76.79 

42.25 

397.40 

67.11 

7.85 

529.40 

168.25 

32J1 


,861.09 


Increase 

or  Decrease 


94.25 
2.55X 
4.36 
2.45 

3.07 
21.40x 


89.60 
8.21 

7»75 
37 . 40x 
17.89 

27.15 
129, 40x 

6.75 
135.28 


21>?1 


To 
pate 


186.75 
7.14 

8.07 

1.15 
7.84 

69.75X 


21.14 
216. 40x 

18.63 
143 . 21 

12.14 

64.77 
13.2IX 

34.20 

91.40 
281.40 


Remarks 


Increase  in  wage 
scale 


Break  down  in 
Feb. 


'globes 
(X)  Slegtrical  (repairs 

supplies 


148.20 

216.77 

?2,4? 

397.40 


Calcium  17.40 

#  Ice  Plant  Ammonia  39.84 
Oil  9.87 

67.11 


X  Tnci^fease 
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General  and  Unapportioned  Expenses 

This  schedule  contains  only  such  charges  as  are  applicable  to 
the  hotel  as  a  whole,  which  cannot  "be  readily  epportiored  to  DeTjajr-tuiental 
Bevenue  or  Expense  schedules.  Charges  which  ar^  important  will  occur 
from  time  to  time  that  ai^e  not  listed  in  this  schedule.  Where  suf.h 
charges  are  incurred,  the  ite.a  or  items  should  he  shown  separately. 


Form  13 


Administration  Service 
Private  Office  Salai-'ies 
Executive  Office  Chari':^es 
"Special  Compensation  to 
Employees  and  Officers 
Accountants  and  Treasurer *8 

Salaries 
Accountants  and  Treasur'or's 

Office  Expenses 
Heat,  Light,  Power,  &  Re- 
frigeration 
Advertising 
Compensation  Insurance 
Other  Insurance  (except 

fire  on  buildings) 
Printing  and  Stationery 
Postage 

Freight  and  Express 
Drinking  Cups 
Wai^ehouse  and  Storage 

Expense 
Travelling  Expense 
Purchasing  Department 

Expense 
Legal  Expense 
Accountants  Fees 
Exchange 

Reserve  for  Bad  Debts 
Capital  Stock  Taxes 
Miscellaneous 

Total      ^___^ 


Ge^ergj-and  Unapyortioned  ^I'cgep  s  e  8_ 


Iv!or?tn 


Yea^^'   to   iJc-T,' 


;      :      ; Increase  or 
s      :      : Decrease 
;Bud^et; Actual: over  Budget 


s 


: 
s 
: 
: 


:Jn.?rease  or 
iDecr^^^ase 

gudpet : Actual :  ov :-r  Budget 


t 


: 


i 
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OTHSR  INSURANCE,  contains  Group  Insurance,  Bonds, 
Water  Damaso,  Boiler  Fly  Wheel,  Hold-Up,  Payroll 
and  any  other  insurance  except  Fire  on  Buildings, 
other  than  Employees  Liahility. 

PRINTING  AND  STATIONERY,  includes  Stationery 
Clerk's  salary. 

POSTAGE,  charge  all  Postage  where  it  can  "be  charged 
departmentally.  Charge  |uider  Departments,  Mis- 
cellaneous Expense. 

FREIGHT  AND  EXPRESS  -  Charged  Departmentally  except 
as  heat,  light  and  power,  as  items  under  this 
caption  are  often  for  repairs  and  hard  to  determine. 

ADVERTISING  -  covers  Subscriptions  to  Police  Games, 
Advertising  Memberships,  Benefit  Associations,  etc. 

DRINKING  CUPS  -  Cover  Paper  drinking  cups. 

Budgeted  Profit  and  Loss  Statements 

A  complete  budget  for  a  hotel  should  include  a  Summary  Profit 
and  Loss  Budget  and  a  separate  Profit  and  Loss  Budget  for  each  depart- 
ment. The  average  metropolitan  hotel  would  show  at  least  ten  revenue 
producing  departments  in  addition  to  which  there  are  auxiliary  depart- 
ments such  as  engineering,  carpentry,  painting,  etc.  Such  profit  and 
loss  budgets  can  be  compiled  either  on  a  daily  or  monthly  basis.  Many 
hotels  are  to-day  using  daily  profit  and  loss  statements  such  as  these 
and  a  daily  profit  and  loss  budget  is  but  one  step  in  advance. 

The  following  summary  forms  are  reproduced: 

Form  Ik   -  Salaries  and  Wages  -  Comparative  Analysis 

of  Payroll. 
Form  15  -  Summary  Payroll  Budget 
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Salaries  and  Wages 
Comparative  Analysis  of  Payroll 
For  the  Month  of 


Form  Ik 


•*r*"»" 


GMERAI:"H'(XJSE:  ' 
Assistant  Manager a 
Front  Office 
Housekeeper 
Service  -  General 
Service  •»•  Guest 
House  Officers 
Entertainment  Department 
TOTAL  GENERA^u^HOUSE: 


Budget 


Actual 


: Increase  or 
: Decrease  over 


I  Number  of:      :  Number  of: 
!Employees:Amount;£mployee8:Amount;   Budget 


I 

; 

8 


: 
: 
: 


t 
I 
I 


t 


I 


f 


; 


FOOD: 
Supervision 

Preparation 
Dishwashing,  etc. 

Kitchen  Miscellaneous 

Maitre  d 'Hotel  and  Aseistants 

Service  -  Restaurants 

Service  -  Floors 

Banquets 

Helps'  Hall 

Checkers 

Miscellaneous 

TOTAL  FOOD; 
BEVERAGES 

ClQmB  AND  CIGARETTES 
CANDY  SHOP 
TEUPHONES 
VALET 
C,  W.  B. 
NEWS  STAND 
THEATRE  TICKJITS 
HOSPITAL 
GUEST  L/IUNPRY 
PORTERS 
STENOGRAPHERS  } 

TOTAL  OPERATING  DEPARTMENTS: 
MISCELLANEOUS  : 

Manager's  Office 

Accounting  and  Treasurer       : 

Heat, Light ^ Power  and  Refrigeration 

Maintenance 

House  Laundry 

Stattionery,  Advertising  & 
Print  Shop 

Window  and  Lobby  Cleaners 

Employees'  Vc^let 

Ash  Removal 

TOTAL  MISCELLANEOUS : 


f 


f 


s 
t 
t 


f 

I 
I 


I 
I 


s 
t 


t 
t 
I 
I 
t 
: 

I 


f 


I 
s 
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HOTEL  BLANK 


SUMMARY  PAYROLL  BUIXiET 


I  Rooms;  Front  Office 

Bellmen 

Elevator 

Watchmen 

Housekeeper 
Total  to  Sched.  No. 
I  Food: Steward 

Kitchen  and  pantry 

Bake  Shop 

Dining  Room 

Total  to  Sched,  No. 
[Beverages  and  Candy  No.  3 
Telephone  Sched.  No.  h 


2 


Barber  Shop 
Porter 
Officers 
Office 
Music 
Engineer 
Valet 
Laundry 
Maintenance 
Total 


ti 


II 


ti 


II 


fi 


5 

7 

8 
8 
6 
9 


Day  (or  Month) 


Form  13 

iMonth  (or  Year)  to  Date 


Actual 


Budget 


Actual 


Number 


Amount:  Number 


Amount:  Number 


Amount 


Budget 


Number 


Amount 


I 


i 


0>A^  Policyholders   Service   Bureau — A^^ 
METROPOUTAN  LIPE  INSURANCE  COMPANY 


I 


AJT  ECONC»/lIC  SERVICE  TO  BUSINESS 


This  is  one  of  nuraerous  publications  issued 
by  the  Policyholders  Service  Bureau  in  the  interest  of 
better  management  in  business.  The  Metropolitan  has 
good  reason  for  desiring  to  contribute,  so  far  as 
preujtlcable,  to  improved  practices  in  management.  Ef- 
fective management  is  a  vital  factor  in  the  continuous 
and  profitable  operation  of  business  enterprises  emd 
helps  to  bring  about  steady  work  and  regular  income 
for  Metropolitan  polio^iiolders ,  who  number  more  than 
cwxe  out  of  five  of  the  general  population.  An  even 
greater  proportion  than  one-fifth  of  the  employees 
in  cociEierce  and  industry  are  insured  by  the  Metropolitan 
Life  Insurance  Company.  The  relationship  between 
prosperous  policyholders  and  the  company's  progress  is 
obvious. 


Because  of  its  great  stake  in  the  nation's 
economic  life,  the  company  has  set  up  the  Policyholders 
Service  Bureau  to  carry  out  a  program  of  economic  ser- 
vice to  "JDUsiness,  The  Bureau  staff  is  made  up  of  special* 
ists  in  the  various  fields  of  management  —  in  business 
orgeuiization,  office  management,  accounting  and  finance; 
in  marketing,  distribution,  advertising  and  sales  manage- 
ment; in  production  and  personnel  management;  in  business 
and  economic  research;  in  industrial  health  and  accident 
prevention. 


Investigations  of  subjects  of  current  interest 
to  business  executives  are  continually  being  carried  on 
by  the  Bureau's  specialists  in  these  various  fields  of 
management.  Reports  of  such  of  these  investigations  as 
are  of  general  interest  are  published  from  time  to  time. 
For  additional  informe-tion  about  the  work  of  the  Bureau 
or  its  published  reports,  address; 


Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
One  Madison  Avenue 
New  York  City 


~^ 


;ify- 


I* 


-^>' 
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POLICYHOLDERS  SERVICE  BUREAU 

METROPOLITAN  LIFE 
INSURANCE  COMPANY 
HOME  OFFICE  ,  NEW  YORK 
Pacific  Coast  Head  Office,  San  Francisco 
British  Isles  Head  Office  .  .  .  London 
Canadian  Head  Office    ....    Ottawa 
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BUDGET  FOB  AN  INVE5IMEHT  HOUSE 


NOTE This  report  was  prepared  to  answer 

specific  questions  presented  by  a  Group  insurance 
policyholder  of  the  Metropolitan.  It  was  compiled 
with  special  reference  to  the  situation  confronting 
the  organization  for  which  the  service  was  rendered, 
and  is  not  intended  as  an  all-inclusive  di&cussion  of 
the  subject.  The  report  has  been  made  available  for 
general  distribution  because  it  is  believed  that  the 
contents  may  be  of  interest  to  executives  confronted 
with  similar  problems.   In  the  form  here  presented, 
references  or  material  of  exclusive  interest  to  the 
company  for  which  it  was  prepared,  have  been  removed. 

The  report  aims  to  present  factually  the  methods  and 
practices  of  business  men  in  meeting  the  particular 
problem  considered.  Opinions  cited  are  those  of  the 
contributors,  and  their  use  in  the  report  does  not 
indicate  any  endorsement  on  the  part  of  the 
Metropolitan  Life  Insurance  Company. 


Prepared  by 
Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
New  York  City 
1928 
Revised  1935 


J|G"V^_ Policyholders   Service    Bureau  ^_x\^c)Tl_ 
ll.  METROPOLITAN  LIFE  INSURANCE  COMPANY Jf 


BUDGET  FOR  AN  INVESTMENT  HOUSE 


This  report  presents  a  description  of  the  budgeting  methods  employed 
"by  an  organization  operating  a  number  of  utilities  in  addition  to  other  varied 
enterprises.  Securities  of  their  subsidiary  smd  holding  companies  are  market- 
ed through  a  Securities  Department  which  is  set  up  as  a  separate  organization 
for  this  purpose.  This  company  has  in  successful  operation  a  complete  budget 
program  taking  in  all  phases  of  its  activities.  The  budgeting  procedure  of 
the  Securities  Department,  however,  although  tied  in  with  the  general  budget 
for  control  purposes,  is  operated  to  some  extent  as  an  entity.  It  is  the  pro- 
cedure as  employed  by  this  department  which  is  described  here. 

The  company'  maintains  some  twenty-five  District  Sales  Offices 
throughout  the  country,  many  of  which  have  sub-offices.  For  budgeting  pur- 
"ooses  the  District  Manager  and  the  Office  Manager  of  each  office  are  responsible 
to  the  Budget  Supervisor  of  the  Securities  Department  and  all  negotiations  and 
transactions  are  conducted  through  him.  The  Budget  Supervisor  clears  the 
budget  with  the  Sales  Manager,  the  Manager  of  all  office  operations,  and  the 
Manager  of  the  Securities  Department. 

Budgets  are  prepared  on  an  annual  basis  for  the  calendar  year.  Two 
sets  of  estimates  are  presented  by  each  District  Sales  Office,  The  first  is 
a  preliminary  budget  which  must  be  in  the  Budget  Supervisor's  hands  by  Septem- 
ber 15th  of  the  year  preceding  the  one  for  which  the  estimates  are  submitted. 
This  budget  estimates  the  requirements  for  the  year  in  total  according  to  a 
standard  classification  of  income  and  expense  items.   (See  Form  l)  These 
preliminary  estimates  are  reviewed,  compared  and  consolidated,  and  items 
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definitely  out  of  line  are  investigated. 

Subsequently,  a  final  budget  is  presented  by  each  District  Sales 
Office  orior  to  November  15th,  and  these  budget  estimates  are  supplied  for 
each  item  of  expense  and  sales  by  months  for  the  twelve  months  of  the  ensuing 
year  (See  Form  II).  These  final  budgets  again  are  reviewed,  compared  and 
consolidated  and  upon  concurrence,  constitute  a  definite  plan  for  each  office 
for  the  year  in  question. 

For  purposes  of  budgeting,  the  expenses  are  divided  into  two  groups, 
one  constituting  the  items  known  as  general  overhead,  the  other  representing 
strictly  selling  salary  expense.  The  following  items  are  included  under  the 
general  overhead  group; 

1.  Office  Salauries 

2.  Managers  and  Supervisors*  Salaries 

3.  Traveling 

kf  Dues  and  Entertaining 

5.  Circulars,  News  and  Periodicals 

6.  Telegraph,  Telephone  and  Postage 

7.  Rent 

8.  Stationery,  Printing  and  Office  Supplies 

9.  Taxes -License  Fees 

10.  Premium  on  Surety  Bonds 

11.  Prizes 

12.  Advert  is  ing-Newsi)aper 

13.  Advertising-Direct  Mail 

Ih,  Loss  on  Salesmen's  Accounts 

15.  Loss  on  Salesmen's  Guarantees 

16.  Salesmen's  Meetings 

17.  Miscellaneous 

The  second  group  includes  the  following: 

1.  Salesmen's  Commissions  (Net) 

2.  Supervisors'  Commissions  (Net) 

3.  New  Client  Comrrdssions  (Net) 

The  sum  of  the  estimates  for  the  two  groups  above  represent  the 
expense  budget  for  the  office  in  question. 
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Sales  are  estimated  for  each  District  Office  under  the  following 


headings: 


Gross  Sales 

Cancellations  (orders  -  not  fully  consummated) 

Net  Sales 

Common  Stock 

Other  Securities 
Net  Sales  Value  -  Paid  Sales  {$) 

Less  Four  Months  Sellouts 
Net  Placement  Value  (^) 

In  each  case  the  total  dollar  market  value  is  employed  rather  than  using  other 
possible  units  of  number  of  shares  or  par  value.  This  Is  done  in  order  to 
place  all  offices  on  a  comparable  basis  which  would  not  be  possible  if  either 
of  the  other  two  bases  of  estimating  was  employed.  In  prepciring  sales 
budgets,  the  District  Sales  Offices  are  expected  to  prepare  their  own  estimates 
Independently.  However,  the  offices  are  given  suggestions  as  to  policy,  i.e., 
expansion,  retrenchment,  etc.  Naturally  where  the  sales  figures  vary 
materially  from  the  general  trend  among  other  offices,  and  from  past  exper- 
ience, they  must  be  Justified,  and  moreover,  the  expense  items  must  be  kept 
in  proper  relations.  Expenses  are  budgeted  on  a  minimum  basis,  without  slush  - 
funds,  error  factors,  etc.   It  is  the  aim  of  this  organization  to  permit  full 
autonomy  to  each  District  Office  in  the  preparation  of  its  budget,  with  the 
Budget  Supervisor  acting  in  an  advisory,  coordinating  and  consolidating 
capacity. 
Unit  Costs 


As  a  means  of  securing  better  budgetary  control  and  in  order  to 
reduce  all  budgets  to  a  comparable  basis,  a  column  is  provided  on  the  budget 
estimate  form  to  show  the  unit  cost  per  $100  net  sales  value  for  each  item 
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of  expense.  This  reduces  all  to  a  common  unit  and  has  "been  found  extremely 
effective  as  a  means  of  reflecting  fluctuations  between  items  or  between  peri- 
ods or  between  districts.  By  carefully  watching  the  unit  cost  performance 
the  tendency  for  a  material  departure  from  the  planned  budget  can  be  located 


readily. 


The  forms  employed  for  both  the  preliminary  and  final  budget  es- 


timates are  included  in  order  to  illustrate  this  psurt  of  the  budget  procedure* 
Ad.lustments 

One  of  the  best  features  of  the  budget  procedure  under  review  is 
a  plan  for  the  revision  or  adjustment  of  budget  estimates  as  conditions 
warrant.  This  company  does  not  believe  that  any  set  of  budget  estimates  can 
be  definitely  fixed  at  the  beginning  of  a  year  and  strictly  adhered  to 
throughout  the  year  without  revision.  Many  circumstances  can  transpire  to 
affect  these  estimates,  such  as  a  revision  in  the  allocation  of  sub-offices 
among  districts.  In  order  to  provide  for  such  revisions,  however,  the  com- 
pany employs  a  form  known  as  "Anticipated  Differences  from  Original  Budget 
Figures"  (See  Form  III),  Revisions  of  the  original  estimates  are  reported  on 
this  form  as  far  in  advance  of  the  months  involved  as  possible.  Columns  are 
provided  for  separate  months  and  proposed  adjustments,  either  up  or  down,  are 
n'>ted  in  each  column  for  each  item  affected.  This  report  is  accompanied  by 
adequate  explanation  and  must  be  approved  before  the  revisions  are  considered 
effective.  In  this  way  the  budget  is  kept  consistently  up  to  date  with  current 
conditions  and  by  this  means  it  is  possible  for  the  financial  executive  to 
anticipate  cash  requirements  a  month  or  two  in  advance  with  definite  certainty 
that  the  estimates  are  going  to  materialize. 
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SECURITIES  DEPARTMENT 


S  ESTIMi 

..CompanyJ 

..Office 


19  Cnext  YCAR^ 

19  Cthis  year)  1 

Items 

Estimate 

Unit  Cost 

Per  $100  Net 

Placement  Value 

Original 
Estimate 

Revised            1 

Expectancy 

W«»  F* — r*  V  J 

A 

B 

C 

D 

E 

F 

G      1 

1 

Office  Salaries 

r      1 

2 

Managerial  and  Supervisory  Salaries 

' 

3 

Traveling 

i 

4 

Dues  and  Entertaining 

5 

Circulars,  News  and  Periodicals 

• 

6 

Telegraph,  Telephone  and  Postage 

j 

7 

Rent 

8 

Stationery,  Printing  and  Office  Sup. 

9 

Taxes  -  License  Fees 

ij 

10 

Premium  on  Surety  Bonds 

i 

1 

11 

Prizes 

1 
1 
1 

J- 

Advertising  -  Newspaper 

13 

Advertising-  Direct  Mail 

^ 

14 

Loss  on  Salesmens  Accounts 

15 

Loss  on  Salesmens  Guarantees 

\^  \ 

16 

Salesmens  Meetings 

u 

^ 

^  1 

\    \ 

•'      ^^ 

17 

Miscellaneous                                            l! 

— .^ — . 11 

^^"""^"^     f>. 

a\4>  ^ 

x^ 

18 

^    ^\J^-   ^ 

19 

— J 

\ 

^^ 

20 

^ 

J2L 

Total  Overhead 

1 

22 

Salesmens  Commissions  (Net) 

23 

Supervisory  Commissions  (Net) 

24 

New  Client  Commissions  (Net) 

25 

Total  Commissions 

26 

27 

28 

' 

29 

Total  Expense 

30 
31 

32 

33 

Gross  Sales'Conunon  Stock  (|) 

XXX 

XXX 

34 
35 

Cancellations    "          "       »» 

XXX 

XXX 

Net  Sales         "          '»       " 

XXX 

XXX 

36 

Other  Securities  ($) 

XXX 

XXX 

37 

XXX 

XXX 

38 

39 

Net  Sales  Value -Paid  Sales  d) 

XXX 

XXX 

40 

Less  Four  Months  Sellouts % 

XXX 

XXX 

41 

Net  Placement  Value  ($) 

XXX 

XXX 

42 

43 

44 

-  STATISTICS - 

45 

Average  No.  Field  Managers 

XXX 

XXX 

46 

"    Salesmen 

XXX 

XXX 

47 

'»         "    In  Office  Salaries 

XXX 

XXX 

48 
49 
50 

XXX 

XXX 

XXX 

XXX 

51 
52 

XXX 

XXX 

53 

-  EMPLOYEES  CAMPAIGN - 

54 

Average  No.  of  Employees 

XXX 

XXX 

55 

Average  Per  Employee  Per  f^««"pff?gn 

56 

Sales  Per  ;iOO  Sales  Value               11 

XXX 

XXX 

jbl  I 

II 

XXX 

XXX 

Sec. 
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c        J  TT  ,z  r  ^2  Months  Endinit 

Second  Half  J 

SECURITIES  DEPARTMENT 
19......                                       

S-lESTIMATfl 

Company  ■ 

X)ffice         1 

Month*                                                          I 

A 

B 

c 

D 

E 

F 

G 

1 

Office  Salaries 

" 

2 

Managers  and  Supervisors  Salaries 

3 

Traveling 

4 

Dues,  Entertaining  and  Miscellaneous 

5 

Circulars,  News  and  Periodicals 

6 

Telegraph,  Telephone  and  Postage 

7 

Rent 

8 

Stetionery,  Printing  and  Office  Sup. 

9 

Taxes  -  License  Fees 

10 

Premium  on  Surety  Bonds 

11 

Prizes 

12 

Advmising  -  Newspaper 

13 
14 

Advertising  -  Direct  Mail 

Lo68  on  Salesmens  Accounts 

^^ 

^ 

15 

Loss  on  Salesmens  Guarantee 

^^^^    -^ 

\ 

16 

Salesmens  Meetings 

^ 

"r^vA     J 

>^^ 

17 

Miscellaneous 

^K^( 

SPN^V 

^ 

18 

w^^ 

19 

^^ 

20 

21 

Total  Overhead 

22 

Salesmens  Commissions  (Net) 

23 

Supervisory  Commissions  (Net) 

24 

New  Client  Commissions  (Net) 

25 

Total  Commissions 

26 

27 

28 

29 

Total  Expense 

30 

31 

32 

33 

Gross  Sales-Common  Stodc  (^ 

34 

Cancellations    "          "       " 

35 

Net  Sales          "           *.       »» 

36 

Other  Securities  (D 

37 

38 

39 

Net  Sales  Value -Paid  Sales  ($) 

40 

Less  Four  Months  Sellouts % 

41 

Net  Placement  Value  ($) 

42 

43 

44 

45 
46 

47 

48 

49 
50 

51 
52 

53 
54 

55 

56 

67 
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ANTICIPA'l'ED  DIFFERENCES  FROM  ORIGINAL  BUDGET  FIGURES 

List  below  only  the  anticipated  changes  (increases  or  decreases)  in 
the  budget  figures.  Show  increases  in  black  and  decreases  in  red.  Under 
''Remarks"  give  the  reasons  for  these  variations. 

Months 

Rsinainlng 
ManftK* 

Total 

A 

B 

C 

D 

E 

F 

G 

1 

Office  Salaries 

2 

Managers  and  Supervisory  Salaries 

3 

Traveling 

4 

Dues,  Entertaining 

5 

CrcuUurs,  News,  Periodicals 

6 

Telegraph,  Telephone,  Postage 

7 

Rent 

' 

8 

Stationery,  Printing,  Office  Supplies 

9 

Taxes.  License  Fees 

^ 

10 

Premium  on  Surety  Bonds 

^^ 

11 

Prizes 

K    \V- 

12 

Advertising  -  Newspaper 

^^<\ 

hV  ^^ 

13 

Advertising  -  Direct  Mail 

-^^^y^ 

.v*>^ 

14 

Loss  on  Salesmens  Accounts                     | 

T  VA^ 

15 

Loss  on  Salesmens  Guarantees 

S^^ 

16 

Salesmans  Meetings 

17 

Miscellaneous 

18 

19 

20 

21 

TOTAL  OVERHEAD 

22 

Salesmens  Commissions  (Net) 

23 

Supervisory  Commissions  (Net) 

24 

New  Client  Conunissions  ( Net) 

25 

TOTAL  COMMISSIONS 

26 

27 

28 

29 

TOTAL  EXPENSE 

30 

31 

Furniture  and  Fixtures 

32 

33 

Gross  Sales  ($) 

34 

Cancellations 

35 

Net  Sales      ($) 

36 

Common 

37 

Other  Securities 

38 

39 

40 

REMARKS 
New  Yock  Goncairenoe 

District  Jfaaanr 

umm 


SECURITIES  OFFICE  EXPENSES 
Full  Time 
OffiM.                                                (DollamOnly)                                          M«nfl.  Ending 

Item 

Actual -Month 

Actual  •  Year  to  Date 

(A) 
Unit 
Cost 

ThUYear 
Estimated 

Anticipal 
Differen 

This  Year 

Last  Year 

Last  Year 

ThUYear 

A 

B 

C 

D 

E 

F 

G 

H 

1 

Office  Salaries 

2 

lUnacarUl  and  SopcrviMny  Salariw 

8 

Traveling 

4 

Dues  and  Entertaining 

6 

Circulars,  News,  Periodicab 

6 

Telegraph,  Telephone,  Postage 

7 
8 

Rent 

Stetkmenr.  Printing.  Office  Sappliea 

9 

Taxes,  Licence  Fees 

^ 

10 

Premium,  Surety  Bonds 

<2\ 

11 

Prizes 

-.'^^k 

vi- 

12 

Advertising,  Newspaper 

-<QVf 

.  V^ 

18 

Advertising,  Direct  Mail 

^0^- 

14 

Loss  on  Salesmens  Accounts 

\z^^ 

16 

Loss  on  Salesmans  Guarantees 

16 

Salesmens  Meetings 

17 

Miscellaneous 

18 

19 

20 

21 

22 

28 

24 

26 

26 

27 

Total  OrerkeMl-Bcfore  Conun. 

28 

29 

Salesmans  %  Commissions(Neti| 

80 

Salesmans  ^/c  Commissions  (Ned 

31 

Supervisory  CommissicMis  (Net) 

82 

83 

84 

Total  Co*t  of  OperatioB 

86 
86 

Sub-OHiem 

This  Month 

Year  to  Date                  | 

Overhead 

Total  Eaqwnse 

Overhead 

Total  Expense 

87 

88 

89 

40 

41 

42 
48 

44 

46 

46 

47 

48 

Actual -Month 

Actual -Year  to  Date        1 

49 

ThU  Year 

Last  Year 

ThUYear 

Last  Year 

60 

61 

Units  of  nOO.  of  Cash  Value  of  Net  Sales 

62 

Allowable  Overhead  Expense    (Line  61  x             ) 

63 

Less:  CkMt  of  Operation  -  Excluding  Commissions  (Line  27) 

64 

Balance 

(A)  Expense  per  $100.  of  Cash  Value  Net  Sales 

Gea.  177  410  »42  JS249  Photad  is  U.& 
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Other  Metropolitan  publications  which  may  be  of 

interest  to  readers  of  this  report  include  the  following: 

CHARTS  AND  EXHIBITS  IN  ANNUAL  REPORTS  TO  STOCKHOLDERS 

FINANCIAL  STATEMENTS  IN  ANNUAL  REPORTS  TO  STOCKHOLDERS 
OF  INDUSTRIAL  AND  MERCANTILE  COMPANIES 

LIFE  INSURANCE  IN  CONNECTION  WITH  A  BOND  ISSUE 

PROFIT  SHARING  IN  BANKS  AND  FINANCIAL  INSTITUTIONS 

THE  RADIO  EXPERIENCE  OF  FINANCIAL  ADVERTISERS 


Copies  may  be  obtained  on  request  from  Policyholders 
Service  Bureau,  Metropolitan  Life  Insurance  Company,  One 
Madison  Avenue,  New  York  City. 


i 


<jV^_ Policyholders  Service   Bureau  ^^V^ 
METROPOLITAN  UFE  INSURANCE  CX)MPANY 


} 


A  SERVICE  TO  BUSINESS  IN  THE  INTEREST 
OF  27,000,000  PEOPLE 


This  Is  one  of  many  publications  issued  by  the 
Policyholders  Service  Bureau  in  the  interest  of  better 
management  in  business.  The  Metropolitan  has  good  reason 
for  desiring  to  contribute  to  improved  management  prac- 
tices, as  the;y  have  a  direct  bearing  on  the  economic  well- 
being  of  its  policyholders.  More  than  one  person  in  every 
five  of  the  general  population  --an  average  of  about  one 
per  family  --  is  a  Metropolitan  policyholder.  An  even 
greater  proportion  of  employees  in  commerce  and  industry 
are  insured  by  the  Company. 

Because  the  economic  "health"  of  these  policy- 
holders is  related  directly  and  inseparably  to  the  well- 
being  of  commerce  and  Industry,  the  Company  maintains  the 
Policyholders  Service  Bureau  to  conduct  a  program  of  eco- 
nomic services  to  business.  The  Bui'eau  staff  is  made  up 
of  specialists  in  the  various  fields  of  management  --in 
business  organization;  office  management;  accounting  and 
finance;  marketing,  distribution,  advertising  and  sales 
management;  in  production  and  personnel  management;  in 
business  and  economic  research;  in  industrial  health  and 
accident  prevention. 

Under  the  direction  of  these  specialists,  investi- 
gations of  management  subjects  of  current  interest  to  busi- 
ness executives  are  oeing  conducted  continuously.  The 
results  of  those  investigations  which  are  of  general  interest 
are  published  from  time  to  time.  A  complete  list  of  several 
hundred  reports  issued  by  the  Bureau  and  available  for  dis- 
tribution is  given  in  the  "Index  of  Economic  Reports".  Copies 
of  the  Index  may  be  secured  on  rec^uest.  Address: 
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METROPOLITAN  LIFE  INSURANCE  COMPANY 
One  Madison  Avenue 
New  York,  N.  Y. 
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Budgeting  for   shoe  manufact'jirers   is   one   of  the  re- 
ports on  budg-.ting  preparod  by  the  pjlicyho leers'    Service 
Bur.\3.a       The    follovv'ing  reports  are  available   on  the    subject 
of  budgeting: 

The   Significance   of  the  Budget 

The>  -Sale  3  Eud-et 

EsbabliR  img   S^.ie3  Qaotas 

The  ?:riuj  and  ths  "^ud.^et 

P ud  re  0  i  D  g   f  0 r-  t  h 3    Jan-ie  r 

Eudget    -'or  tlio   DepCvrtueut   Store 

Budget    Plan   for  the  'jjirmev±    Industry 

Bud^oolng  for    Liycal  'Torking  Establishments 

Budget ir.g   for  the  Newspaper 

Budgeting  in   Steaaiship  Companies 

Through  its   diverse   contacts  v/ith  every  type   of 
industry,  the  Bureau  has  access  to  business   inforniation 
which    Lt    can,    in  turn,    pass   on  to    irr-erested   business 
executives.     Vne  Bureau  disc   nair.tains  a  staff   of 
specialistG  vvho    -ire.  cJ'.vays   availa.ble  to   Ilet ropolitan 
group   insurance   pjli.-.yhclders   for   consultation   m  regard 
to    individual   problems. 


\7o   are   glad  to    correspond  with   policyholders  and 
others    iiiterestsd   in  the    subiect    rar.tter   of   this   report. 
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Budgeting  for   shoe  manufacturers   is   one  of  the  re- 
ports on  budg-.ting  prepared  by  the  rolicyholders*    Service 
Bur.\'3.a       Yr.e  foilovv'ing  reports  are  available  on  the   subject 

of   budgeting: 

The  Significance  of  the  Budget 

The   Sale  3  Budf:;et 

EsliabliF!  img  S^ie3  Qjotas 

The  B:rxU-i  and  the  "^ud.^et 

Pudgeoing   fox    ih3   Jan-ier 

Eudc^et    .'or  Vna  Dep^^rtuent   Store 

Budget   Plan   for  the  'J^rment    Industry 

Bud^oting  for    iiycal  '-Torking  Sstablishnent s 

Budget  ii:.g  for  the   •'[ev/spaper 

Budgeting  in   Steaaiship  Companies 

Through  its   diverse   contacts  v/ith  every  type  of 
industry,  the  Bureau  has  access  to  business   inforniation 
which   it   can,    rn  turn,    pass   on  to    in"erested  business 
executives.      TriQ  Bured'i  riluc   tiiair.tains  a  staff    of 
special'LJ^ts  who   ur=j  c.j-vays  available  to   Ibtropolitan 
group   inciurance   polir.yholders   for   consultation   xn  regard 
to   individual   problems. 

\7o  are  ,q;iad  to   correspond  v/ith  policyholders  and 
others   iiiterestsd   in  the   suciect   nr.tter   of  this  report. 
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BUDGST   SUGGICSTIOIvS 


FOR 
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Shoe  -.Tanufacturers  have  long  been  accustomed  to  dealing  both 
in  terms  of  volume  and  value  with  such  items  as  material  allowances  and 
estimates.   Ii  the  matter  of  planning  material  requirements,  for  example, 
it  has  been  a  common  practice  for  years  to  allow  a  certain  number  of  feet 
of  upper  leather  for  each  pattern,  size  and  width  cut  and  to   de-iiand  that 
the  Cutting  Department  keep  within  the  allowance  stated.   Similarly, 
estimates  of  the  amount  of  material  needed  for  trimmings,  linings  and 
sole  leather  are  made  and  production  executives  are  given  to  understand 
that  they  are  to  keep  within  the  limit  stated.  The  use  of  a  day  sheet 
as  a  basis  for  production  control  and  establishment  of  schedules  of 
requirements  for  lasts,  botto-T  stock  and  findings  is  a  common  example 
of  methods  of  estimating  which  are  in  common  use  in  shoe  factories. 
Relation  of  Standard  Costs  to  Budget In^ 

Although  the  phrase  "budgetary  control"  is  relatively  new, 
the  terra  standard  costs,  as  expressing  the  value  phase  of  allowances 
and  estimates,  is  well  known.   In  fact,  one  well  known  i-Tew  England 
accountant  who  has  had  years  of  experience  in  planning  and  installing 
accounting  systems  in  shoe  manufacturing  plants,  when  questioned  re- 
garding the  budget  methods  of  his  clients,  replied  that  in  his  estimation 
what  is  now  called  budgeting  is  merely  a  new  term  for  the  establishment 
of  standards  and  estimates,— a  thing  which  the  industry  has  been  doing 
for  many  years. 


BUDGET  SUGGESTIONS  FOR  SHOE  MANUFACTURERS 


COST    ESTIMATE    SHEET 


Description 

No.  1  Mahogany  CF  WH  Qtr  Blu— Unlined 
Rajah  Last — Single  Sole — Nat  Grain 


MATERIALS 


Vamp- 
Top.  . 
Tip 


-292  X  35 


Foxing 

Button  Fly 

Tongue 

Trimming 

Top  Facing 

Cloth  Lining 

Leather  Quarter  Lining, 

Sock  Lining 

Eyelet  Stay 

Backstay 

Strap 

Covers 


Outsole . . 
Insole . . . 
Counter. 

Heel 

Top  Lift 
Shank . .  . 


Box  Toe 

Filler 

Tongue  Lining. 

Eyelets 

Buttons 

Laces 

Heel  Pad 

Binding 

Braid 

Welt 

Lining  Label . . . 
Findings — Ind.  . 
Cartons — Cases. 

Total... 


102.20 


3.40 


6.60 
5.60 


42.00 
11.00 
1.75 
7.50 
7.50 
1.50 


3.00 
.55 

2.50 

1.65 
.35 


6.75 

12.25 
6.85 


117.80 


71.25 


33.90 
222.95 


Sample  No.  7254 

Case  No. ,  Price  $380 


SUMMARY 


Materials , 


Direct  Labor 

Manufacturing  Burden  40% 

Material  Burden  3% 

Lasts — Patterns 

Royalty 

Conversion  Cost 


Manufacturing  Cost 
Selling  10% 


Administrative  5% 


Profit  (25%  or  Conversion) 
Selling  Price 


222.95 

43.75 

17.50 

6.69 

3.75 

8.00 

79.69 

302.64 
38.00 
19.00 
19.92 

379.56 


DEPARTMENT 


Cutting 

Fitting 

Stock  Fitting. 

Lasting 

Goodyear 

Making 

Finishing. . . . 
Tree-Pack.  . . 


Total 


LABOR  BURDEN 


6.80 

8.07 
1.37 
6.77 
7.88 
3.62 
4.04 

5.20 
43.75 
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The  Florsheifii  Shoe  Company,    replying  to  an  inquiry  regarding 
their  budget   methods,    opened  their  letter  v/ith  this  significant   question 
"^'Vhat   is  a  Budget?     Is   it   not  an  allowance   of  so  much  money  or  so  much 
material  or   so  many  hours  of   labor  anticipated  as  necessary  to   complete 
a  given  item  of  manufacture?" 

Ylhen  interviev/ed  regarding  their  use  of  a  budget   plan,   execu- 
tives of  both  the  Douglas   Shoe  Company  and  the  Edwin  Clapp  Shoe  Company 
at   first   stated  that  no  budget   system  ^jas   in  use  in  their  organizations. 
Further   conversation,   however,   developed  the   fact  that  they  had  been 
using   for   some  time  estimated  or  standard   cost   methods. 

Form  1  illustrates  a  type   of   cost   estimate   sheet    in  wide   use 
in   shoe  factories  and,   as  will  be   presently  explained,    is  an  integral 
part   of  a  budget   plan  although   it    is   usually  thought   of  by   executives 
in  the   industry  ac  a  cost  accounting  device. 

PRACTICABILITY  ^  BITOGETIUG  31^^  ¥A?ttjfA CTUR IMG  QFE^ATIONS 

V/ith  the  fact   in  mind  that  the  installation  of  a  budget   plan 
in  a  shoe  manufacturing  plant   is   fundamentally   simply  a  matter  of  apply- 
ing to  all  departments  the  principle  of  the  standard  or  estimated  cost 
allowance,    it    is  apparent  that   the   possibilities   of   using  budget   methods 
in  the  industry  are  very  considerable. 

Mr,    F.   Richmond   Fletcher   of   Scovell,   Y/ellington  &  Company, 

speaking  at  the  Twentieth  Annual  Convention  of  the  National  Boot  and 

Shoe  Ifenufacturers'   Association  made  the   following  significant   statement: 

I  am  convinced  that  a  budget   program  can  be  developed  in  any 
business   so  that  the  management  will  have  an  intelligent   financial 
plan,  and  know  what  expenditures  will  have  to  be  made  each  month, 
and  what   receipts  are  to  be   expected    from  various   sources.      The 
requirements   for  fixed   capital  and  v/orking  capital  can  be  deter- 
mined and   steps   taken  to  provide  the   funds  neoessary  to   operate  the 
business  successfully  without  tying  up  too  much  capj 
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Budgetary  control  v/ill  never  take  the  place  of  administration  and 
management.   Its  purpose  is  not  to  deprive  exocutives  of  the  free- 
dom of  action  essential  to  progressive  managemsnt .  but  rather  to 
provide  information  on  which  to  base  administrative  decisions  and 
administrative  control. 

As  specific  examples  of  the  truth  of  :.!r,  Fletcher's  statement 
the  practices  of  two  well  knov/n  shoe  companies  uiay  be  cited.  At  the 
Gregory  &  Read  Company  past  experience  and  predetermined  standards  are 
used  in  the  preparation  of  a  budget  covering  overhead  expense  items. 
Another  New  England  shoe  manufacturer  finds  it  possible  to  go  still 
further,  applying  the  principles  of  budgeting  not  only  to  all  of  the 
expense  accounts,  but  also  to  sales.  Further  specific  and  more  de- 
tailed explanation  of  the  methods  used  by  these  companies  is  given  in 
subsequent  sections, 

PROCEDURE  n  IIT3TALLI?'JG  A  BUDGET  PLAN 

A  company  v/ishing  to  install  a  budget  plan  may  proceed  in 
one  of  several  ways.   One  method  frequently  employed  is  to  start  by 
preparing  an  estimate  or  a  budget  simply  of  those  items  and  expenses 
which  are  most  easily  estimated  in  advance  and  over  v/hich  control 
may  most  easily  be  secured.   Such  items  would  include  overhead  and 
general  expenses  such  as  selling  expenses,  administrative  expenses 
and  certain  expenses  which  remain  relatively  constant  throughout 
the  year.  After  experience  with  the  preparation  and  use  of  estimates 
of  this  sort  the  application  of  budget  principles  to  other  departments 
of  the  business  is  more  readily  made, 

A  second  plan  for  instituting  budgetary  control  is  recommended 
by  Mr,  H.  P.  Cobb,  of  Cobb,  Otto  and  Company,  Accountants,  Boston,  I.1ass. 
Mr.  Cobb  says: 
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To  be  most  effective  the  budget  must  give  consideration  to  the 
three  phases  of  manufacturing,  that  is,  labor,  material  and 
expense,  as  well  as  sales,  but  as  the  determination  of  these 
requirements  depends  very  largely  on  the  contemplated  volume 
of  production,  the  sales  budget  must  be  arrived  at  first.  While 
it  is  true  that  conditions  prevailing  in  the  shoe  industry  have 
been  such  as  to  make  any  forecast  of  sales  extremely  unreliable, 
an  estimate  of  the  probable  production  is  absolutely  essential 
to  the  carrying  out  of  the  budget  plan.  The  preparation  of  the 
preliminary  sales  estimate  is  effected  by  three  factors:   First, 
past  attainments;  second,  economic  conditions  obtaining  in  the 
territory  sold,  and  third,  the  policy  of  the  business  as  it  affects 
future  operations.   In  other  words,  these  three  factors  all  have 
a  bearing  on  the  matter  and  should  influence  the  minds  of  those 
responsible  for  the  preparation  of  the  sales  budget.  The  estimate 
of  proper  production  which  is  finally  arrived  at  should  not  be 
exaggerated  or  be  too  optimistic  but  should  be  high  enough  to 
absorb  the  reasonable  expenses  of  the  business. 

The  labor,  material  and  expense  budgets  ere  then  prepared  in 
somev/hat  the  same  ;vay.  The  style,  type  and  grade  of  shoe  which 
it  is  proposed  to  manufacture  having  been  decided  upon,  past 
experience  and  future  expectancy  are  called  upon  to  aid  in 
figuring  what  it  is  going  to  cost  to  produce  them  in  the  quantity 
set  by  the  .sales  budget.   It  is  not  very  difficult  to  figure  quite 
closely  as  to  what  the  material  cost  will  be,  having  in  mind  the 
upward  or  downward  tendency  of  the  market.  Labor  is  somewhat 
more  difficult  for  the  reason  that  even  those  plants  utilizing 
pie-:e  work  to  the  greatest  degree  find  that  a  decrease  in  volume 
results  in  an  increase  in  the  per  pair  labor  cost,  because  there 
are  few  if  any  factories  employing  piece  rates  for  all  operations. 
In  this  connection  it  will  be  noted  that  non-productive  labor, 
office  labor  and  the  like  which  are  more  or  less  constant  regard- 
less of  the  fluctuation  of  productions  are  not  included  in  pro- 
ductive labor  but  are  shov/n  in  the  expense  accounts.  Y/hen  pre-  * 
paring  the  expense  budgets,  attention  must  be  given  to  the  fact 
that  certain  expenses  are  fixed,  some  rem  in  quite  uniform 
regardless  of  volume  of  production  and  others  v/ill  vary  with  the 
amount  of  business  being  done.   Hence,  it  is  quite  essential 
that  each  item  of  the  expense  budget  be  measured  by  these  three 
possible  conditions. 

Still  a  third  method  is  that  suggested  by  I.!r,  Fletcher  of 

Scovell,  Wellington  &  Company.  This  plan  is  outlined  by  him  as  follows; 

In  constructing  the  budget  the  first  thing  for  management  to 
determine  is  the  amount  of  net  profits  that  should  be  earned 
on  the  invested  capital.   In  other  \v0rd3,  if  a  concern  desires 
to  make  20  per  cent,  on   its  invested  capital  of  $50a,X)0  its  net 
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profits  before  taxes  must  amount  to  $100,000.  If  profits  are 
calculated  as  25  per  cent,  of  the  combined  labor  and  burden 
cost,  then  the  volume  of  sales  necessary  to  produce  $100,000 
of  profit  is  equivalent  to  J400,000  of  labor'and  burden.'  If 
the  average  cost  per  pair  for  labor  and  burden  is  $1.33  then 
the  yearly  output  must  be  300,000  pairs  or  1,200  pairs  a  day 
on  a  basis  of  250  working  days. 

In  preparing  the  budget   program  it   should  be  borne   in  mind 
that  this  volume  of  production  is  the  minimum  that  will 
provide  the  desired  profit.      It    sets  a  mark  which  must  at 
least  be  equalled   in  the  final  correlation  of  the  budget 
estimates. 

It   seems  to  me  that  this  determination,    first   of  all,   of  the 
profit  that   must   be   earned,   gives  the   logical  measuring   stick 
for  the  whole  budget   program.     If  a  manufacturer  will  determine 
the  amount  of  profit  he  should  earn  in  order  to  pay  a  proper 
return  to  his   stockholders   on  the  invested   capital,   and  provide 
for   some   surplus  in  keeping  with  the   risk   involved,   he  has  a 
definite  basis   for  judging  the  effectiveness  of  the  budget 
estimates  of  both  the  sales  and  the  manufacturing  departments. 
He  then  knows  the  mini«uim  point  to  which  he   can  afford  to 
reduce  profits  for  the  sake  of  increased  volume,   and  he  has 
a  definite   control  by  which  to   judge  the  effectiveness   of  the 
whole  budget   program,   both  in   its   inception  and  in  its   opera- 
tion* 


1 


iku~- 


The  next  step  in  the  budget  program  is  to  secure  a  series  of 
estimates  from  all  divisions  of  the  business  to  cover  a  period 
of  three  or  possibly  six  months.  The  budget  period  should 
not  be  shorter  than  the  merchandise  turnover  period  of  the 
business.  These  estimates  include 

Sales 

Pi'oduction 

Purchases 

Labor  Cost 

Manufacturing  expense 

Plant  and  equipment 

Administrative  expense 

Selling  expense 

Funds  necessary  to  finance  this  program 

The  last  step  is  to  combine  these  figures  into  a  working  pro- 
gram based  on  proper  correlation  of  all  activities  of  the 
business.  As  an  illustration,  the  manufacturing  and  sales 
divisions  must  adjust  their  estimates  so  that  the  volume  of 
business  for  each  style  or  class  is  in  line  with  both  sales 
possibilities  and  manufacturing  capacity.  Finally,  the  whole 
estimate  must  be  in  line  with  the  possible  financing. 


■{!■ 
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The  foregoing  dis-'jussion  has  sought  to  emphasize  the  close 
relationship  existing  between  standard  or  estimated  cost  statements 
and  budgeting  and  to  describe  methods  by  which  a  budget  plan  may  be 
put  into  operation.   It  is  now  in  order  to  indicate  the  various  ways 
in  which  budget  principles  are  being  applied  by  citing  the  practices 
and  methods  of  a  number  of  representative  shoe  manufacturers. 

PREPARATION  OF  SALES  ESTIJMTSS  0.^.  BUDGETS 


I    1 


Although  it  is  common  knowledge  that  the  preparation  of  an 

estimate  of  future  sales  which  v/ill  prove  to  be  accurate  and  reliable 

is  by  no  means  an  easy  task,  such  estimates  are  being  nude  in  at  least 

one  case.  This  company  describes  its  methods  of  estimating  sales  and 

coordinating  sales  with  production  requirements  as  follows: 

Our  business  is  set  up  in  two  departments,  one  the  Contract 
Department,  which  makes  goods  to  order;  second,  the  Stock 
Department,  where  we  keep  a  large  quantity  of  goods  on  call. 
We  estimate  our  sales  on  a  six  months*  period  by  the  sales  for 
the  corresponding  six  months  previous.  .For  example,  we  are 
entering  into  the  works  from  January  1st,  \b   J\il^'  Int,  19)o6,  the' same 
number  of  pairs  ^f  shoes  as  we  sold  fr^a  January  v^n  to  Tuly  1st,  I'^H^, 
If  we  are  confident  that  an  increase  in  business  will  ensue,  we 
sometimes  increase  the  quantities  from  10  per  cent,  to  20  per 
cent.  The  effect  of  running  the  factory  on  a  uniform  production 
basis  3uch  as  this  insures  our  labor  cost  and  our  burden.  These 
shoes  are  placed  in  the  v/orks  on  the  same  cost  basis  on  manu- 
facturing, labor  and  burden,  as  shown  in  the  previous  six  months* 
business. 

When  the  six  months*  business  is  analyzed  the  weak  spots  are  picked 
out  and  a  drive  is  made  to  reduce  certain  fixed  expense  for  the 
succeeding  six  months.  That  is  the  way  we  coordinate  our  sales 
expectancy  v;ith  our  production. 

Budgeting  ?.fe.terial  Requirements 

Reference  was  made  in  previous  sections  to  the  v/ide  use  of  a 

Cost  Estimate  Sheet  (Form  1),   Such  a  form  is  nothing  more  or  less  than 

a  budget  of  material  requirements.   The  Florsheim  Shoe  Company  uses  such 

a  plan  which  is  described  by  the  Company  as  follows: 
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V/e  allow  a  certain  nuinber  of  feet  of  upper  leather  for  each 
pattern  size  and  width  cut  and  deimnd  that  our  Cutting  Depart- 
ment keep  within  the  allowance  or  budget  for  same.  The  same 
thing  is  applied  to  triiTimings  and  linings  except  that  on 
linings  our  allowance  or  budget  is  in  yards  or  fractions  thereof. 
Sole  leather  material  allowance  or  budgets  are  on  a  money  basis; 
otherwise,  the  same  as  upper  leather.  These  allowances  for 
budgets  are  in  reality  predetermined  costs  based  on  past  experience 
and  continuous  tests  made  to  discover  new  methods  and  ideas  of 
salvaging  materials.  They  are  readjusted  as  ne^-essary  at  the  start 
of  each  season  unless  radical  changes  in  conditions  warrant  a  change 
during  a  season. 

Upper  leather  budgets  are  obtained  by  measuring  the  number  of 
square  inches  of  pattern  cutting  area  and  adding  a  \/flw^tli.j^rc eng- 
age based  on  past  experience.  The  term  pattern  cutting  area  is 
used  because  the  number  of  square  inches  of  a  j^attern  is  not  the 
actual  measurement  of  the  pattern  itself,  but  <^  mea^iureraent  of 
the  pattern  with  allowances  for  the  irregularity  of  the  lines  of 
the  pattern.   For  example,  if  it  is  possible  to  lock  the  vamps 
because  the  throat  of  the  vamp  is  wide  open,  we  take  that  into 
consideration.   Some  vamp  throats  are  open  more  than  others  and 
we  have  a  set  of  measuring  discs  which  tell  us  how  far  into  the 
throat  we  should  go  when  getting  our  pattern  cutting  area  meas- 
urement, With  the  irregularities  of  each  pattern  taken  care  of 
we  have  the  pattern  cutting  area  of  each  pattern  to  which  we  add 
the  proper  percentage  for  the  waste  of  each  kind  of  leather  based 
on  past  experience  which  gives  us  the  budget  allowance  in  footage 
for  each  style  of  shoe. 

Other  manufacturers  making  lower  grade  shoes  buy  cheaper  leather 
and  usually  find  considerable  difference  in  the  price  per  foot 
of  each  of  the  lower  grades,  eo  that  it  is  necessary  for  them 
not  only  to  have  a  budget  in  footage,  but  also  in  money  or  in 
some  cases  in  money  only, 

When  the  budget  is  in  money  the  leather  should  be  charged  to  the 
cutting  department  at  a  fixed  price,  not  at  the  purchase  price. 
The  difference  in  the  price  paid  for  each  grade  should  be  taken 
into  consideration  in  making  a  fixed  price  for  the  grade. 

The  budget  for  cutt  ling  out  soles,  insoles,  counters,  box  toes, 
under-lifting  and  t.p -lifting  is  based  on  cutting  area  measurement 
also,  but  tho  badges  -illowance  is  in  money.  Each  sole  leather   * 
item  of  raw  material  is  chargod  to  the  sole  leather  cutting 
department  at  a  fixed  price  "^ith  consideration  given  to  the  vari- 
ous selections  of  bondu,  li^lij.es  or  heel  stock. 

The  budget  for  fir;ii.ngs  is  based  on   past  experience  with  the  pres- 
ent market  of  each  ile:a   taken  into  consideration.   Past  experience 
tells  us  the  quantity  of  naixs,  tacks,  thread,  shellac,  inks,  dyes, 
dressings,  etc.,  that  are  necessary  to  make  a  pair  of  shoes.  These 
quantities  computed  at  the  present  market  price  give  us  a  budget 
that  is  right  up  to  the  minute  at  all  times. 
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This  budget   allov/ance  rnay  be   used   for   one   or  more  months   depending 
entirely  upon  the  oarket   fluctuations.     The  budget  allowance  could 
be   set   up  as  a  permanent   budget   allowance    if   each  department  was 
charged  with  a  fixed  price  for  each   item  it   uses.     'Then  the   items 
used  are  the  same   for  many  months,   a  fixed   price  may  be  used  as  it 
will  be  easier  to  make  comparable  statements  of  each  month's   cost. 


I    .    :  ... 


Budgeting  Expenses 

As  already  mentioned,  the  preparation  of  an  expense  budget 
often  forms  the  starting  point  in  the  installation  of  a  budget  program 
and  in  any  case  it  is  likely  to  prove  one  of  the  more  simple  and  easier 
budgets  to  prepare.  At  the  Gregory  &  Read  Company  estimates  of  overhead 
and  general  expense  are  made  for  each  year  in  advance.   Such  estimates 
are  based  on  experience  of  the  company  during  the  past  year  and  the  pro- 
bable experience  of  the  year  to  come.  The  estimates  are  made  against 
each  overhead  account  carried  on  the  books,  and  at  the  end  of  each  quarter 
the  actual  experience  is  checked  against  the  estimates  for  the  year. 
This  check-up  of  course  keeps  the  treasurer  in  touch  with  the  actual 
expenses  of  the  business  and  makes  it  possible  for  him  to  take  the 
proper  steps  to  reduce  the  various  accounts  and  keep  them  more  or  less 
in  balance  during  the  year. 
Expense  Budget  Methods  of  the  Florsheim  Shoe  Gpmpanx. 

At  the  Florsheim  Shoe  Company  direct  labor  allowances  or 
budgets  are  easily  made  because  practically  all  of  such  labor  is  paid  on 
a  piece  rate  basis.  The  budget  allowance  for  productive  labor  must  be 
based  on  piece  or  day  rates  in  effect  at  the  time  the  budget  is  made. 
The  budget  allowance  for  each  style  of  shoe  is  established  according  to 
the  construction  of  the  shoe.  If  day  sheets  are  used  in  a  shoe  factory 
and  the  management  operates  the  sheets  on  schedule,  it  is  possible  to 
control  productive  labor  by  grouping  styles  of  shoes  on  each  day  sheet 
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and   figuring  the   labor  that  would  be  necessary  to   complete  the  shoes  on 
each  sheet.     The  result  of  this  calculation  should  be  comparable  with 
the  payrolls  of  productive   labor  for  a  particular  style  of  shoe.     The 
pre-determined   cost   of   labor  established   on  each  day   sheet  would  be  the 


budget   for  productive   labor. 

The  indirect    labor  allowance  or  budget   is  based   on  past 

experience  and  as   it   embraces  exclusively  hour  rate  workers   it  must 

be  watched   carefully.      A  foremeoi  must   keep  v/ithin  the  allowance  or 

budget   or  make  a  detailed  report  to  his   superiors  as  to  why  he  does 

not  keep  within  the  amount  of  money  set  aside   for  that  purpose. 

The  budget   allowance   for  factory  expense   is  based  on  past 
experience  which   indicates  the  quajitity  of  each  item  involved.     This 
budget  allowance  is  revised  to  take  care  of  any  changes   in  the  market 
prioe  of  each  staple  item  involved,    so  that  the  budget  not   only 
reflects  past   experience  but  also  the  cotiditions  likely  to   prevail 
during  the  budgeted  period. 

The  experience  of  the  Florsheim  people  with  their  factory 
expense  budget   indicates  that  a  fixed  price   for  a  number  of  items 
involved   is  not   satisfactory  because  the   items   change  continuously. 
The  allov/einces,  therefore,   are  based  on  the  experience  during  a  period 
of   five  years  production. 

Overhead  allowances  or  budgets  are  controlled  in  a   large 
measure  by  production  and   great   care  must  be  taken  to   see  that  the 
production  periods  or  past   experience   cover  dull  and   busy   seasons. 
The  average  production  thus  used  creates  a  reserve  during  busy  seasons 
and  this   reserve  is  drawn  upon  during  dull  seasons. 
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The  budget  for  burden  or  ovorhead  is  based  on  past  experience 
over  a  period  of  at  least  five  years  as  the  FlorshciTi  Company  make 
practically  only  one  grade  of  shoe,  therefore  an  average  cost  per  pair 
based  on  past  experience  is  satisfactory.   Other  manufacturers  making 
various  grades  of  shoes  will  find  it  necessary  to  arrive  at  a  separate 
budget  for  each  grade.   If  both  grades  are  made  in  the  same  factory  it 
is  necessary  to  analyze  each  grade  from  a  burden  or  overhead  standpoint. 
The  better  class  of  shoe  requires  higher  grade  supervision  and  extra 
productive  labor  to  be  performed  on  it  and  is  allov/ed  to  remain  on  the 
last  for  a  longer  period  than  a  lower  grade  shoe.   Sach  additional 
operation  delays  the  shoe  in  process  and  naturally  calls  for  a  larger 
overhead  or  burden  cost. 

If  a  careful  analysis  establishes  a  percentage  differential 
between  the  lower  and  the  higher  grade  it  would  be  easy  for  the  manu- 
facturer to  establish  his  costs  based  on  the  percentage  differential  he 
arrived  at  for  each  grade.   If  the  overhead  or  burden  cost  exceeds  the 
amount  of  money  resulting  from  the  multiplication  of  the  budget  for 
each  grade,  the  overhead  cost  is  high  and  if  after  further  analysis 
he  finds  that  the  overhead  or  burden  cost  although  high  is  to  be  ex- 
pected, he  will  add  a  sufficient  percentage  to  the  burden  or  overhead 
budget  of  each  grade  to  take  care  of  the  anticipated  addition  to  the 
cost, 

Ifechine  royalty  allowances  or  budgetib  are  based  on  actual 
cost  according  to  temis  and  conditions  ti    tne  ^^ease  for  each  machine. 
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The   sa.lus  and  advertising  expense  allo^vance   or  budrrct    is 
easily  compiled  at   the   start    of   each  season  ac  every  d-^tail  pertaining 
to   sales  and  advertising   is  worked  out  by  the  sales  engineers  before 
the   start    of. each   season.     They   prepare  a  complete  route  list   of   each 
salesman,    determine  how  many  salesmen  are  necessary  to  keep  the  factories 
busy,   and  tell  the  company  when  and  where  to  advertise     The  plans  are 
so  complete  that  the  allowance  or  budget   based   on  predetermined  costs 
is  practically  the  exact   cost  of  each  season. 

The  budget  allowance  for   sellLn,^  exjense   is  predetermined 
because  all  of  the  selling  is  on  a  cornraission  basis.     The  men  pay  their 
o\m  railroad   fares  and  hotel  bills  and  the   only  items  that  are  in 
question   in  this  account  v/ould  be  the  traveling  expenses  of  the  execu- 
tives which  is   chargeable  to   selling  expense,    postage,    sales   letters 
and  the   sales  promotion  department.     The  budget  allowance  for  the   last 
three   items   is  based   on  past   experience  over  a  period   of  five  years. 
The  budget   for  advertising  is  based   on  predetermined   costs 
taking  into   consideration  any   new  advertising   contemplated  and   the 
elimination  of  any  items  of  advertising  used  during  the  previous 
period.     This  budget   is  based  on  a  percentage  of  sales  set  aside  for 
advertising   purposes,   and,   therefore,    is  not    subject   to  market    fluctua- 
tions.    After  the  advertising  department   has  received    its  allowance 
or  budget   it    uses   its  best   judgment    in  determining  ho'.v  and  ^A?hcre  this 
money   is  to  be  spent    over  the  budget   period. 

Form  2,   while  not    that   used  by  the  Florsheim  Shoe   Company 
illustrates  a   sirnple   form  of    expense  budget   and  is   shov/n  through  the 
courtesy  of   I/Sr.   Cobb.      In  the   case   of   the   Florsheia  Shoe  Company  the 
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budget  officer  or  party  responsible  for  the  enforcement  of  the  budget 

is  the  Auditor. 

Summary  of  Estimated  Receipts  and  Disb ursements 

Having  completed  the  estimates  of  income  from  sales  and  other 
sources  and  having  prepared  budgets  of  the  probable  expenses  v/hich  will 
necessarily  be  incurred  in  producing  this  income  the  final  step  in  the 
budget  program  is  to  coordinate  these  estimates.   Such  a  budget  might 
be  drawn  up  as  shown  in  Form  3,  furnished  through  the  courtesy  of 
Mr,  Cobb,  The  figures  shown  in  this  form  are  purely  hypothetical  but 
serve  to  illustrate  the  method. 

A  study  of  Form  3  shows  that  the  total  amount  of  the  business 
is  pro-rated  equally  but^  by  increasing  totals  over  the  months  aovered 
Vy  the  budget  period,  that  is  one  month  to  date  and  two  months  to  date, 
etc.,  and  in  parallel  columns,  the  total  expenditures  to  date  of  each 
of  the  corresponding  items  is  shown.  This  program  is  continued  up  to 
the  sixth  month,  at  which  time  the  actual  expenditures,  less  the  clos- 
ing inventory,  is  used  in  the  actual  column,  thereby  securing  a  com- 
parison of  the  estimated  and  actual  performances.   It  may  be  well  to 
state  in  this  connection  that  the  inventory  is  not  deducted  in  a  lump 
sum  but  is  analyzed  and  subtracted  from  the  corresponding  items.   It 
is  to  be  remembered,  however,  that  the  opening  inventory  on  the  books 
at  the  leginning  of  the  budget  period  is  included  in  the  actual  ex- 
penditures all  the  way  through  the  budget  period. 

Although  the  figures  used  are  purely  hypothetical  and  seem  to 
follow  the  budget  figures  closer  than  v/ould  probably  be  the  case  in 
actual  practice,  they  illustrate  a  further  advanta^^e  which  can  be  obtained 
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in  those  factories  having  suitable  records.   If  the  size  of  the  business 
warrants,  it  is  comi^arat ivoly  easy  to  keep  a  perpetual  inventory  of  raw 
materials  and  there  aro  carcain  short  cuts  which  can  be  utilized  to 
figure  the  value  of  v/ork  in  process  at  the  end  of  each  month.  If  this 
practice  is  followed,  then  the  amounts  shown  in  the  "Actual"  columns 
on  Form  3  are  not  the  total  expenditures  to  date,  but  the  cost  of 
producing  the  shoes  which  have  been  manufactured.  These  figures  may  be 
readily  reduced  to  averages  per  pair  for  comparison  v/ith  the  estinates. 


CONCLUSION 
Fro'a  the  descriptloa  of  budget  plans  and  methods  given  in  the 
previous  sections  it  is  apparent  not  only  that  budgetary  control  is  a 
practical  managerial  device  v/hose  use  by  shoe  factories  is  of  advantage 
but  that  such  methods  are  standing  the  test  of  practicability  through 
daily  use  in  a  number  of  concerns.  ^Vhile  it  is  not  the  purpose  of  this 
report  to  attempt  to  outline  a  plan  of  budgetary  control  which  might  be 
used  by  all  shoe  aanufacturers ,  sufficient  material  has  been  included  to 
indicate  in  a  broad  way,  at  least,  the  lines  which  the  installation  of 
such  a  plan  may  well  follow.   In  addition,  the  various  specific  examples 
of  methods  now  in  use  indicate  the  v^-ays  in  v/hich  particular  companies 
are  solving  their  problems  in  this  respect. 

The  foregoing  information  is  but  a  part  of  that  contained  in 
the  files  of  the  Policyholders  Service  Bureau  regarding  the  budget 
practices  of  shoe  manufacturing  companies.  The  Bureau  will  be  pleased 
to  make  available  to  interested  policyholders  additional  information 
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on  this   subject  and  will  in  turn  be  most   happy  to  receive   from  thorn  and 
others  interested,    statements  of  their  experience  in  using  the  budget. 


More  than   fifty  companies  in  the   shoe  industry 
are   iitsured   uiid-jr  tha  MetropclLtarj   ^roup  insurance 
pla^i.      i<"or  thestJ   com;x-i:.i:.es ,    tiie  policyholders   Ser- 
viced Bureau  has   pr'-yv.id-od   individL;dl   service   on  a 
wide   n^iyQ  of   pi-oci-^-Tis   inGij.di:ic:;   s-ag^-restions   for 
8taridardi22Tion   of   product,    clivinr.it ion   of  '"bloom," 
mak-.n^  slippery   floors   safe,   accounting  in  the 
retail   shou  busi-.if-gs  and  ma.^y   others..      A  brief 
digest   of  each  servi.ce   is  given  in  Metropciitan  Ser- 
vices to  Business,    No.    1— The   Shoe    Ind.u-.try.     We 
would  be  very   glad  to   forward  this   booklet   to   group 
insurance  policyholders  upon  request. 
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BUDGETING  FOB  METAL  WOBKING  ESTABLISHMENTS 


NOTE  •  •  •  •  This  report  was  prepared  to  answer 
specific  questions  presented  by  a  Group  insur- 
ance policyholder  of  the  Metropolitan,  It  was 
compiled  with  special  reference  to  the  situa- 
tion confronting  the  organization  for  which  the 
work  was  done,  and  is  not  intended  as  an  all- 
inclusive  discussion  of  the  subject.  The  report 
has  been  made  available  for  general  distribution 
because  it  is  believed  that  much  of  its  contents 
will  be  of  interest  to  executives  confronted 
with  almilat^  problems.  In  its  present  form,  ref- 
erences or  material  of  exclusive  interest  to  the 
company  for  which  it  was  prepared,  have  been  re- 
moved. 


Prepared  by 

Policyholders  Service  Bureau 

Metropolitan  Life  Insurance  Con?)any 

New  York  City 

1950 
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BUDGETING  FOB  METAL  WORKING  ESTABLISHMENTS 


NOTE  •  •  «  •  This  report  was  prepared  to  answer 
specific  questions  presented  by  a  Group  insur- 
fioice  policyholder  of  the  Metropolitan,  It  was 
compiled  with  special  reference  to  the  situa- 
tion confronting  the  organization  for  which  the 
work  was  done,  and  is  not  intended  as  an  all- 
inclusive  discussion  of  the  subject.  The  report 
has  been  made  available  for  general  distribution 
because  it  is  believed  that  much  of  its  contents 
wi3.1  be  of  interest  to  executives  confronted 
with  3imilai^  problems.  In  its  present  form,  ref- 
erences or  material  of  exclusive  interest  to  the 
company  for  which  it  was  prepared,  have  been  re- 
moved. 


Prepared  by 

Policyholders  Service  Bureau 

Metropolitan  Life  Insurance  Company 

New  York  City 

1930 
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General  Statement  on  Budgeting; 


Budgeting,  in  substance,  consists  of  four  major  operations: 

1  -  Reviewing  past  experience  and  analyzing  good  and  bad  points 

therein. 

2  -  Framing  a  program  which  seems  feasible  to  be  carried  out  for 

a  definite  period  of  time,  let  us  say,  for  three  or  six  months. 

3  -  Providing  a  simple  scheme  of  summary  records  to  keep  track  of 

the  experience  with  the  execution  of  the  plan. 

4  -  Organizing  a  group  of  responsible  executives,  whose  business 

it  shall  be  to  follow  through  the  undertaking,  to  check  re- 
sults, to  adjust  estimates  and  to  see  to  it  that  action  is 
taken  on  the  facts  that  the  budget  program  reveals. 

The  Forms  required  are  briefly  these: 

1  ■«•  A  summary  statement  of  operations,  comparing  one  period  with 
another  and  showing  the  expense  divided  by  departments, 
functions  and  elements. 

A  statement  of  results  obtained,  expressed  in  a  way  to  test 
propriety  of  current  expenses.  The  results  can  be  shown  as 
goods  manufactured,  labor,  hours,  cost  per  dollar  of  products 
and  similar  units,  appropriate  for  specific  industries. 

An  analysis  of  the  orgaiiization  showing  increases  or  decreases 
in  foree. 

(a)  for  the  overhead  or  executive,  and 

(b)  for  the  operating  and  producing  staffs. 

Budgeting  is  a  system  of  reviewing,  checking  and  enforcing  plans. 
It  oannot  be  done  by  a  system  of  accounts  or  clerical  subordinates, 
but  must  be  the  work  of  competent  executives  who  know  the  meaning 
of  the  facts  and  who  are  able  to  judge  results. 
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BUDGgm^G  FCR  iMSTAL  V/CRKING  ESTABLISHMENTS 
The  following  budget   procedure  ia  applicable  to  enterprises  manu- 
facturing specific  metal  products  rather  than  to  those  which  are  en- 
gaged on  special  order  work.     The  budget   procedure  is  based  on  the 
practices  of  the  Cleveland  Metal  Products  Company  as  developed  by 
D,   C.   lowles,   its  Auditor,  and  C.  E.  Anderson,   Manager  of  Department 
of  Statistics  and  Cotanercial  Researck.     Thoroughgoing  faith  of  the 
chief  officers  of  that   Company  in  the  budget  has  made  possible  develoj)- 
ments  not   ordinarily  found   in  metal  working  establishments.     It  has 
provided  the  opportunity  to  demonstrate  the  advantages  of  a  sincere 
application  of  budget   principles. 

The  outstanding  feature  of  the  budget   system  of  the  Cleveland 
Metal  Products  Company   is  the  consideration  given  to   forocascing 
reasonable  sales  expectations.     The  unit  accept od  by  the  Company 
for  the  accumulation  of  data  and  for  purposes  of  forecasting,    is  the 
"County".     This  unit  was  chosen  because  the  product   of  the  Company 
obtains   its  best  ^distribution  in  Rural  sections  where  buying  power 
is  good  and  fuel  conditions  are   favorable  to  the  use  of  oil.     A 
detailed  analysis  has  been  made   for  each   "County"   of  all  coiiditiDns 
which  seem  to  affect  the   sale  of   its  product,   and  the  resulting 
data  is  entered   on  a  "County   Card".      This   card  is   shown  as  Form  A. 

On  these   cards,   the   shipments  to   dealers  are  tabulated  monthly 
l*y  counties,   a  report   lioing   sent  to  each  District   Manager  every  three 
months  showing  the  county  totals  by  items   for  his  District.     The  I^fanager 
has  a  duplicate   set   of  the  cards  and  is  advised   of  any  additional 
information  or   changes.     The  card  provides   for  the  leading  competition 
the  Company  has  to  meet.     The  information  therefy.^  was  obtained  mainly 
from  a  ••poll"  of  oil  stove  users,   conducted  by  magazines,  and  journals 
in  which  the  Company  athr^rtises.     To   supplement  this  condition  of 
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competition,  the  company's  own  salesmen  check  up  from  time  to  time  by 
questioning  the  dealers  they  call  upon.     It  is  readily  a4mitted  by  the 
Company  that  this  data  is  not   complete,   yet   it   does  give  an  exception- 
ally good  ••Cross-Section*'  view  of  County  conditions  and  is  proving  in 
practice  an  accurate  basis  from  which  to  work.     The  last  Government  and 
other  reports  of  Crop,   Financial,   and  Trade  Conditions  are  carefully 
analyzed  and  used  to  modify  the  expectation  of  business  to  be  done  as 
well  as  to  reveal  the  sections  where   special  advertising  or  intensive 
work  is  required. 

The  ^County  Card**,    on  the  reverse   side,    shows  what  business  has 
been  done  for  several  years  back,   and  there  is  now  being  accumulated 
by  means  of  the  punched  card  system,   monthly  shipments.     This  knowledge 
of  general  coniitions  and  best   sales  is  considered  essential  for  a 
reasonable  estimate  of  prospective  business. 

As  soon  after  November  1st  as  the   October  statistics  are  completed, 
the  Statistical  and  Research  Department   make  up  detailed  statements 
covering  the  ten  months'   business,   January  to  October,   plus  an  estimate 
from  November  to  December.     These  statements  are  then  forwarded  to 
each  District  ifcuiager  for  a  preliminary  estimate  of  the  next  year's 
business.     These   estimates  after  being  carefully  reviewed,   are  then 
translated  into  a  "T^uiufacturing  Budget"   so  that  the  Cost   Department 
may  develop  a  manufacturing  program  and  figure  standard  costs  for  in- 
ventory purposes.     As  it   is  a  six  weeks'   job  to  make  entirely  new 
standeirds  for  thp  new  line  of  product,  the  necessity  of  beginning  this 
work  by  November   15th  is  clearly  seen. 

After  the  preliminary  sales  estimates  have  been  reviewed  and 
the  canufaoturing  program  decided  upon,  the  Budget  Officer  visits  the 
District    Offices  in  turn  and  works   out  with  eacv    'Manager  a  revised 


i 


OV^  Policyholders  Service   Bureau  — ^'^'^ IL 
METROPOUTAN  LIFE  INSURANCE  COMPANYJr 


M      ••      •• 


••      ••      •• 


*S 


9 


••      ••      •• 


••      ••      •• 


••     ^ 


»t      ♦• 


•> 

2: 

••     •• 

• 

nj 

» 

•• 

en 

c 

•0 

<t> 

*^ 

CO 

*^ 

•-9 

O) 

0 

X 

g 

»-3 
o 

P 


o 

B 


cn 


O 


•• 

■•    •• 

•t 

•*    •• 

s: 

• 

•^ 

•• 

en 

c: 

0 

♦rJ 

> 

« 

Cd 

X 

M 

•• 

^ 

H 

W 

0 

H 

r»- 

CO 

P 

M 

•• 

><» 

CO 

c»- 

< 

ca 

• 
•• 

••       •• 

.0 


0° 

CO 
e+ 
< 
CO 


O 


2 
CO 


»••••• 


••Mm 

•• 

••  *» 

•• 

•.  ,0 

s 

W 

r+- 

pj 

*< 

Jp> 

*«3  ♦. 

t— 

P  -^^ 

tF. 

B 

CO 

eJi 

:33 
< 

-J 
CO 

CD 

CO 
(^ 


«»    ••    •• 


»*J 


o 

M 

H 
M 

o 


CO 


c 

5 


v^z 


O 


o 
"^ 

o 
o 

CO 

c: 

B 

CO 


H- 

«) 

•^ 

P 

H- 

© 

to 

O 

*TJ 
O 

rrJ 

C 

H-* 

P 

H- 

H' 

O 

3 


1-' 


V^H 


o 

H 


0 
P 

M 
CD 


p 
S 

M 


CD 


CO 

O 
< 

en 


o 

p 

CO 


3 


•1 


CO 

c 

X 

p 

c+ 
CD 

»1 

CO 


M 

a 

r5 

0 

TJ 

c: 

C 

^2: 

^ 

H 

P 

•-< 

H- 

H- 

0 

3 

3 
O 

o 

C5 


»-+,  t-tj 


e 

P 
♦-• 

CD 
CO 


C 

3 

nr' 

CD 

•-5 

O 

CD 

P 

CD 
CO 
CO 

o 

ex 


**1 


M 

O 


O 


G 
►t 

?• 


3 

cr 

CD 

*^ 

o 


o 


zn 
P 
«-♦- 

P 

H- 
H- 
O 
3 


>*1 

P 


•T1 

•-$ 

p 


ro 


3 

CD 
>1 

CD 

o 
p 

H- 

P 


CO 

p 
cr 


CO 


CO 

> 


u> 


''I 
♦I 
• 
3 

<r+- 

CO 
H- 
O^ 

CD 


M 
►^ 
O  ^ 

S3 

o 


f 


i 


CTnAvj  Policyholders  Service  Bureau  ,..^^VT> 
METROPOLITAN  LIFE  INSURANCE  COMPANY 


-3- 


]H 


% 


Sales  Budget,  adjusting  the  ratios  of  the  various  products  emd  increas- 
ing  and  decreasing  items  which  appear  to  be  out  of  line.     Upon  the 
Budget   Officer's  return  to  Cleveland  the  figures  are  again  carefully 
reviewed  and  then  approved  by  the  General  Sales  Manager  and  the 
Directors, 

Sales  Expense  Budg^et 
ftice  the  Sales  Budget  has  been  determined,   it   is  the  practice  of 
the  Company  to  establish  a  Selling  Expense  Budget,   or  to  use  the 
terminology  of  the  Company,  a  "Sales  Operating  Expense  Budget^'.     The 
Sales  Expense  Budget   is  made  up  by  Districts  in  detail  under  the 
following  five  groups  of  expense:     office  and  general,    salesmen, 
warehouse,  transportation,  and   sales  freight.     The  total  expenses  for 
the  year   for  sales  operating  are  then  allocated  to  the  individual 
months,      m  determining  upon  the  Sales  Operating  Expense  Budget,  the 
addition  or   elimination  of  warehouse  points   is  decided  upon  as  well 
as  the  required  office,  force  and  salesmen. 

There  is  thereupon  made  up  for  each  District  a  "Sales  and  Operat- 
ing Budget",    (Form  B)   giving  a  final  percentage  of  total  estimated 
operating  oost  to  planned  sales.     The  Sales  and  Operating  Budget   shows 
the  actu»L,results   for  each  District    in   comparison  with  planned   figures 
or  established  standards.     The  marginal  allowance  shown  in  the  report 
is  the  cost  to   sell  alloweii  the  District   by  the  Budget  and   is  the 
total  estimated  operating  cost   computed  as  a  percentage  of  anticipated 
sales. 

The  next   logical  step  is  the  preparation  of  Budgets   for  General 
Administrative  Departments  and  for  Advertising.     The  Advertising 
Budget   is  usually  worked  out   by  setting  14?  ^  definite  percentage   of 
estimated  sales,   -  let  us  say  4?^  -  as  an  Appropriation.     This  Appro- 
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priation  is  then  referred  to  the  Advertising  and   Sales  Committee   for 
development   into  a  complete  program  of  publicity. 

Upon  the   completion  of  the  Budgets  for  "Sales",    "Selling  Expense", 
''Advertiaing"  and  '•Administration",  the  standard  stocks  or  inventories 
at  each  warehouse  point  are  then  determined   for  each  month  of  the  year, 
SuQh  standard  requirements  are  based  on  30  Days,   45  Days,    60  Days,    or 
90  Days   shipments  according  to  the   distance   from  the   factory,  the   speed 
with  which  the  stock  can  be  replenished,  and  the  available  storage 
space.     Each  sales  District   is  split   up  by  kinds  of  product  and  different 
styles,  emd  the  amount   expected  to  be  shipped  each  month  is  then  entered 
on  the  District  V/arehouse  Report   for  each  stock  carrying  point. 

IVom  suoh  Standard  Stock  requirements,    it  becomes  aji  easy  step 
to  work  back  to  a  complete  revision  of  the  Ifanufacturing  Program,   which 
up  to  this  point   is  considered  only  as  preliminary.     To  the  Manufactur- 
ing Department   is  left  the  task  of  coordinating  the  sales  requirements 
with  efficient  manufacturing,  avoiding  on  the  one  hand,  the  peaks  and 
valleys  due  to  making  the  factory  force  carry  the  load  and  thus  giving 
an  excessive  labor  turnover;  while  on  the  other  hand  avoiding  an  un- 
"balanoed  and  unduly  large  inventory  with  its  burdensome  carrying  charge 
on  the  investment. 

The  manner  in  which  the  Production  Schedule  is  worked  out   is  illus- 
tratod  by  one  of  the  Corapemy's  minor  items  on  Form  C  shown  herewith. 
The  Form  provides  for  the  Estimated  ^j7orking  Days  in  each  month;  the 
Estimated  Production  per  Day  in  torma  of  gross;  the  Estimated  Product- 
tion  for  the  Month;   and  the  Actual  Production  per  Day  and   for  the  Month; 
the  Actual  Shipments  to  Dealers  and  District   Offices  Last   Year  emd   for 
the  coming  year;  the  Planned  Shipments  for  the  Current   Year;  the  Stock 
on  Hand  after  allowing  for  Planned   Shipments;  the  Branch  Stock  Standard 
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Which  ^btracted  from  the  total  stock  on  hand,  gires  the  Home  Office 
Stock;  the  percentage  this  bears  to  the  month's  sales;  and  the  Actual 
Home  Office,  Branch  and  Total  Stock.  From  the  Production  programs 
final  revised  factory  departmental  operating  budgets  are  then  made 


up. 


The  foregoing  information,  which  deals  with  Sales  and  Production 


Budgets  should  be  supplemented  with  the  Financial  Budgets  of  the 
Company,  which  information  was  first  supplied  to  the  Fabricated  Pro- 
duction  Department  of  the  Chamber  of  Commerce  of  the  United  States 
and  appears  as  a  part  of  its  pamphlet,  '^Budgeting  for  Business  Control." 

The  first  form  is  an  Estimated  Operating  Statement;  the  figures 
given  are  hypothetical  emd  used  for  purposes  of  illustration,  (See 
Form  D) . 

The  second  form  is  an  Estimated  Statement  of  Loss  and  Gain  from 
which  it  is  easy  to  forecast  changes  in  the  Balance  Sheet  over  the 
budget  period.   (FormE). 

In  regard  to  preparing  the  Monthly  Profit  and  Loss  Statement, 
it  was  stated  to  the  Fabricated  Production  Department  by  D.  C  Lowles, 
Auditor  of  the  Cleveland  Metal  Products  Company  that  the  c5st  of  goods 
sold  is  computed  on  the  budget  or  standard  cost,  the  excess  or  re- 
duced cost  being  taken  up  as  a  separate  item.  Inventories  are  all 
figured  at  standard.  These  standards  may  be  changed  during  the  year 
if  conditions  warrant  it,  and  are  always  revised  for  Inventory 
purposes  at  the  end  of  the  year. 

From  the  Estimated  Statement  of  Loss  and  Gain,  an  Estimated 
Balance  Sheet  may  be  made  to  reflect  the  changes  arising  during  the 
budget  period.  In  preparing  such  an  Estimated  Balance  Sheet,  it  is 
necessary  to  determine  what  portion  of  the  estimated  surplus  should  be 
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shown  on  the  Estimated  Lose  and  Gain  Statement  as  a  distribution  to 

dividends.  For  this  purpose  a  capitalization  of  $8,000,000  is  assumed, 

of  which  $3,000,000  is  Preferred  Stock, 

Budget  Estimated  Operating  Statement 
For  The   Year 

Net  Sales:  ^^^  Cent  of 

Total 

Class  'V. $8,000,000  80.0 

Class  '*B" 800,000  8.0 

Class  **C" 1,000,000  10,0 

Class  "D"... 200,000  2>0 

Total $10,000,000  100.0 

Production  Costs;  Per  Cent  to  Sales 

Class  "A" U,800,000               boTO 

Class  "B" 560,000               70.0 

Class  "C" 650,000               65.0 

Class  "D" 160,000              80^ 

Total 6,170,000              61?7 

Per  Cent. 

Gross  margin 3,830,000  38.3 

Selling; 

Sales  Administration » t . .  • .  200,000  2.0 

General  sales  department  expense...;,...  50,000  .5 

Special  promotion,  etc » .  t .  50,000  .5 

District  operating  expense , 1,600,000  l6.0 

Advertising  "A" If00,000  ^.0 

Advertising  "B" • f...  50,000  .5 

Advertising  "C" IQO.-OQO  lj;0 

Total 2,1^50,000  2V3 

Net  Margin 1,380,000  13.8 

FORM  D. 

Budget  Estimated  Loss  and  Gain 

For  The  Year 

Net  Gain  from  operating  statement $1,380,000 

Cash  discount  receivable , p 50, 000 

Dividends. • ^^'^ 

Miscellajjeous  items,. .y*^ 

$l,lf60,000 

Deduct. 

Net  interest  cost $100,000 

Estimated  inventory  depreciation. . .  260,000  ..      ?60,000 

1,100,000 

Federal  tcuces  and  contingencies, iy)|000 

Total  available  for  dividends  and  surplus. ,, ,.  -  p .   9*30,000 

FORM  E, 
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The  loss  €uid  gain  shoim  on  Form  E  is  $950,000.  If  dividends  on  Preferred 
Stock  at  7^  of  $210,000,  and  on  Common  Stock  at  &f>   of  $400,000,  -  or 
total  dividends  of  $610,000  €Lre  deducted  from  the  profit  of  the  period, 
there  is  available  as  aji  additional  surplus  $5^0,000.  On  the  following 
Estimated  Balance  Sheet,  (Form  F)  prepared  by  D.  0.  Lowles,  the  Auditor 
of  the  Cleveland  Metal  Products  Company,  such  $3^,000  increases  in 
surplus  is  reflected  together  with  other  changes. 

Estimated 


Balance    Changes   Balance 
Beginning  During    End  of 
of  Year    Year     Year 
$25,000  $15,000  $40,000 


Current: 

Cash 

Notes  and  accounts  receivable  less  reserve 

for  doubtful 1,225,000  125,000  1,350,000 

Government  securities 1,250,000  100,000^  1,150,000 

Inventory , 3,200,000  400,000  3.600.000 

5,700,000         6,140,000 

Subsidiaries 850,000  50,000^   800,000 

Investment  eind  other  assets 475,000  25,000    500,000 

Deferred 500,000   5,000    505,000 

Plant  and  equipment  less  depreciation 4,500,000  100,000^  4,400,000 

Total  Assets 12,025,000   12,345,000 


260,000 
100,000 
150,000 


Liabilities. 
Current  and  accrued: 

Accounts  payable 275,000  15,000^ 

Accrued  taxes,  etc 8o,000  20,000 

Eeserve  for  federal  taxes  and  contingencies,  175,000  25,000^ 

Funded  Debt  (Notes) 3,000,000   3,000,000 

Capital  Stock  (Preferred),^ 3,000,000  .....  3,000,000 

Capital  Stock  (Common) 5,000,000   5,000,000 

Surplus 495.000  340.000    855.000 

12,025,000   12,345,000 

X  -  Deductions, 
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AN  ECONOMIC  SERVICE  TO  BUSINESS 


This  Is  one  of  numerous  publications  issued 
by  the  Policyholders  Service  Bureau  in  the  interest  of 
better  management  in  business.  The  Metropolitan  has 
good  reason  for  desiring  to  contribute,  so  far  as 
practicable,  to  improved  practices  in  management.  Ef- 
fective management  is  a  vital  factor  in  the  continuous 
and  profitable  operation  of  business  enterprises  and 
helps  to  bring  about  steady  work  and  regular  income 
for  Metropolitan  policyholders,  who  number  more  than 
one  out  of  five  of  the  general  population.  An  even 
greater  proportion  than  one-fifth  of  the  employees 
in  commerce  and  industry  are  insured  by  the  Metropolitem 
Life  Insuremce  Company.  The  relationship  between 
prosperous  policyholders  and  the  company's  progress  is 
obvious , 

Because  of  its  great  stake  in  the  nation's 
economic  life,  the  compcmy  has  set  up  the  Policyholders 
Service  Bureau  to  carry  out  a  program  of  econondc  ser- 
vice to  business.  The  Bureau  staff  is  made  up  of  special- 
ists in  the  various  fields  of  management  —  in  business 
organization,  office  memagement,  accounting  and  finance; 
in  marketing,  distribution,  advertising  and  sales  manage- 
ment; in  production  ajid  personnel  management;  in  business 
and  economic  research;  in  industrial  health  eind  accident 
prevention. 

Investigations  of  subjects  of  current  interest 
to  business  executives  are  continually  being  carried  on 
by  the  Bureau's  specialists  in  these  various  fields  of 
management.  Reports  of  such  of  these  investigations  as 
are  of  general  interest  are  published  from  time  to  time. 
For  additional  information  about  the  work  of  the  Bureau 
or  its  published  reports,  address: 


Policyholders  Service  Bureau 
Metropolitan  Life  Insurance  Company 
One  Madison  Avenue 
New  York  City 
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This  book  is  due  on  the  date  indicated  below,  or  at  the 
expiration  of  a  definite  period  after  the  date  of  borrowing,  as 
provided  by  the  rules  of  the  Ubrary  or  by  special  arrange- 
ment with  the  Librarian  In  charge. 
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